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PART I
CHAIN STORE DEVELOPMENT

CHAPTER I
INTRODUCTION
The retail chain grocery store has been devel-
oped largely during the last forty years. It is now
reaching maturity and in the last ten years the number
of chain food stores has decreased while the number of
independent food stores has increased substantially.
However, even though chain food stores decreased from
56,626 in 1935 to 40,000 in 1940, their sales have re-
mained practically the same. In 1929, the grocery chain
did a business of $2,929,000,000, and in 1939 the total
sales were $2,900,000,000. The independent stores pre-
sent a different picture. In the past five years they
have been increasing in number of stores
,
but their sales
have been decreasing. In 1929 their sales were $6,376,000,000
and in 1939 they were $4,990,000,000.^
Through mass distribution, purchasing power,
financial strength, etcetera, the chain grocery stores
sell their merchandise to the public at prices ranging
from eight to ten per cent below those of the average
independent food store, thus increasing the purchasing
(1) "Facts in Food and Grocery Distribution", Progres-
sive Grocer
,
New York, Jan. 1940, p. 4
.. <
.
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power and raising the standard of living of the consumer
public, d)
Because of the low prices offered to the con-
sumer public by the successful chain grocery store, it
has been subject to many attacks. These attacks have
come principally from those who, rather than modernize
their business methods and meet the chains in open com-
petition of the market place, have sought to hamper and
destroy them through the medium of legislation.
High taxes were imposed on chain store organiza-
tions, forcing them to take steps to avoid the high taxes.
Thus, the chain grocery store entered the supermarket
field.
Along with the development of the supermarket,
came the voluntary chain boom. Five years ago the inde-
pendents awoke to the fact that, if they hoped to compete
with the chain store, they must band together. The volun-
tary chain was their salvation.
In the following pages of my thesis I have at-
tempted to show the advantages and disadvantages of chain
stores; reasons for success and growth; kinds of chain
grocery stores; a comparison between independent stores
(1) "Facts in Food and Grocery Distribution”, Progressive
Grocer
,
New York, Jan. 1940, p. 2
uq
.
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and chain grocery stores; the rise of the voluntary
chain— the independents 1 answer to chain store compe-
tition; and finally, to look into the future of the
retail chain grocery store.
,«
CHAPTER II
HISTORY OP CHAIN STORES
Definition of a Chain Store
The definition by Dr. Fred Clark seems to he
most comprehensive: MA chain store consists of a num-
ber of unit stores operating under a common management
and control, following common policies and utilizing
common methods of operation which are determined by the
central management . " ^ ) Because of this central manage-
ment it has been found that, in order that chain stores
may operate efficiently and obtain the best results,
fifty stores or more in the grocery retail field are neces-
sary. It is said by some authorities on chain stores that
two hundred stores is the requirement.
Chain stores may be divided geographically in-
to four groups:
1. World Wide
2. National
3. Sectional
4. Local
World Wide
World wide chains are few in number but may in-
crease as the chains grow in strength. P. W. Woolworth
(1) Haring, C. E., The Manufacturer and His Outlets, p. 99
'.
*
.
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and Company Is the best example of this type of chain.
They have stores in The United States, England, Germany,
France, and in South America.
National
National chains are those which have units in
nearly all parts of the United States. J. C. Penny and
Company is a good example. Liggetts, perhaps, comes
nearest to being a national chain in the drug field,
Atlantic and Pacific Tea Company in the grocery field,
and the United Cigar Company in the tobacco field.
Sectional
Sectional chains usually limit their operations
to a section or sections of the country or a number of
states. The Owl Drug Chain was formerly limited to the
Pacific Coast but, in recent years, it has opened units
in Chicago. On the other hand, Walgreen started in Chicago
and has developed eastward to New York. First National
Stores in New England is another good example. Possibly
both these chains may some day become national in scope.
Local
Local chains are far the greatest in number.
They are found in every line and in every large city, and
range from a few stores to hundreds. The Standard Drug
Company in Cleveland is an excellent example of a local
.- g n
.
.j a
.
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drug chain of about twenty-five units. New York has
Gristede and Bohack operating local grocery chains.
Chains are classified by function as retail,
wholesale, manufacturing and mail order. In all the
kinds of chains studied by the Federal Trade Commission,
the following major classes were discovered to be
operating.
^
I. Foods
1. Grocery
2. Grocery and meat
3. Meat
4. Confectionery
II. Drugs
III. Tobacco
IV. Variety
1. Variety
—
$1.00 limit
2. Variety
—
$5.00 limit
3. Variety--unlimited
V. Apparel
1. Ready-to-Wear
a. Men’s
b. Women’s
c. Men’s and Women’s
2. Furnishings and Accessories
a. Men’s Furnishings
b. Women’s Accessories
3. Hats
a. Hats and Caps
b. Millinery
4. Shoes
a. Men's
b . Women ’
s
c. Men’s and Women’s
VI. Dry Goods
(1) Federal Trade Commission Report, Dec. 22, 1931,
p. 1, ( Scope of Chain Store Inquiry )
.• X
.
.
*
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VII. Dry Goods and Apparel
VIII. Department Store
IX. General Merchandise
X. Furniture
XI. Musical Instruments
XII. Member
The Voluntary Chain
Another type of chain that has come into exis-
tence in recent years is the voluntary chain. A voluntary
chain, sometimes called a near-chain, may he defined as
"an association of independent retailers acting cooperat-
ively either by themselves or with a wholesaler to obtain
advantages in buying, advertising, and other merchandising
activities." (D This type of chain is the result of the
growing competition from chain stores.
The chain store grew out of the disorganized
economic conditions following the Civil War. Manufacturers
were becoming dissatisfied because their increased produc-
tion was not receiving a ready outlet through wholesalers.
Chain stores grew up in response to the demand for them
as evidenced by the manufacturer’s willingness to give
quantity discounts to any organization of retailers able
(1) Federal Trade Commission Rejsrt, July 13, 1931,
Cooperative Chains
.
p. 1
.a*
.
*
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to buy in bulk. In many cases, the manufacturers created
their own chains. This growing tendency of the manufac-
turer to give quantity discounts to retailers, and at the
same time to create consumer-demand by means of advertis-
ing, has developed chain stores other than manufacturers’
and wholesalers’ chains. Thus was the beginning of the
first chain stores in the United States,
History of the Chain Store
The history of the chain store in the United
States can be divided into three periods:
1. The Pioneer Period — 1858 to 1900
2. The Development Period -- 1900 to 1919
3. The Present Period — 1919 to present
The Pioneer Period
The Hudson Bay Company established the first chain
grocery store in Canada in 1670, Its trading posts are
scattered all over the Canadian Northwest, In recent years
the Hudson Bay Company has extended its activities in re-
tail trading. It now operates about a dozen modern,high-
class department stores in the leading cities of western
Canada, It conducts five wholesale establishments and has
over two hundred fur trading posts throughout the North-
west, of which eighteen are within the Arctic Circle. In
addition to its wholesale and retail stores and trading
, -m
’ 1 8
*
.
'
,
'am
posts, it also operates more than fifty steam and motor
vessels on Canadian waters and is one of the largest real
estate owners in the Dominion of Canada*
^
The first modern chain store organization began
in the grocery field. The Great Atlantic and Pacific Tea
Company began in 1858 as a side line to a leather business
conducted by George H. Hartford in New York. This is, so
far as is known, the oldest chain store organization now
in existence in the United States. The sale of tea and
coffee outgrew the sale of leather so that the leather
business was discontinued in 1864. By 1865, this organiza-
tion had grown to twenty-five retail stores scattered
throughout New York and Brooklyn. Later, peddler wagon
routes were established in the West, and more stores fol-
lowed. By 1910, there were 372 stores and by 1915, the
number had risen to 1726 with sales amounting to $44,000,000.
By 1929, the number of stores had increased to more than
17,000, with annual sales reputed to be in excess of
$750,000,000 a year, the largest retail business in the
world.' ' The annual sales in 1939 were just under one
billion dollars.
(1) Nystrom, P.H., Economics of Retailing , Ronald Press,
New York, p. 215
(2) Ibid, p. 219
(3) Printers Ink , "The Chain Stores Come of Age", H. M.
Poster, April, 1937, pp. 79-94
..
;Uj
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The next chain organization to come into exis-
tence was also a tea and coffee concern—the Jones Broth-
ers Tea Company, established in 1872, This organization
was taken over by the Grand Union Company in 1928 and is
now operated under that concern. This concern operates
grocery stores, meat markets, and a chain of about thir-
teen hundred house-to-house wagon routes.
In 1879, F. W. Woolworth Company was established
in Lancaster, Pennsylvania. This concern is the oldest of
the five and ten cent stores. On its fiftieth anniversary
in 1929, the Woolworth organization consisted of 2,400
stores located in 1,500 cities, in five different coun-
tries in the world. Its annual sales for 1936 amounted
to $290,386,935. Other chains to follow Woolworth were
J. G. McCrory in Scottsdale, Pennsylvania, in 1882, and
S. H. Kress and Company, five cent to twenty-five cent
stores, in Memphis, Tennessee, in 1896.
B. H. Kroger of the Kroger Grocery and Baking
Company, next in size to the Great Atlantic and Pacific
Tea Company, established his first little store in Cincin-
nati in 1862. Kroger* s characteristic red-front stores
have expanded in number so that, in 1936, there were in
the chain 4,239 stores with annual sales of $242,273,498.^
(1) Printers Ink , "The Chain Stores Come of Age", by H.M.
Foster, April, 1937, pp. 79-94
«.
.
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Other chains that were established during this
period are John Butler, Inc., handling groceries and other
foods—1882; Childs Grocery Company in Philadelphia in
1883; Acme Tea Company in 1887; George N • Dunlap Company
in 1888; and a well-known shoe chain, the Hanan Shoe Stores
in 1885.
The Development Period
The chains had their first hig growth between
1900 and the World War when prices were rising. When
prices are rising, most consumers find their incomes in-
crease more slowly than do prices. This makes them feel
the high cost of living. Theydesire to economize. Since
the chains were able to offer merchandise at lower prices
during this period, their growth was tremendous.
Since 1900, a great number of chain store organ-
izations have come into existence. With every passing year,
more chains have appeared. Among the best-known concerns
that were established soon after the opening of the cen-
tury are included United Cigar Stores Company, 1901; J. C.
Penny Company, 1902; United Drug Company, 1902; W. F. Grant
Company, 1906; Walgreen Company, 1906; Louis K. Liggett
Company, 1907; McClellan Stores Company, 1914; Safeway
Stores, 1914; and the Piggly Wiggly Corporation, 1916
which have all been very successful.
.11 T
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A step in the development of the chain stores took
place when the self-service stores were established. The
first modern self-service chain grocery store was opened
in Memphis, Tennessee, by the Piggly Wiggly Corporation in
1916. Today there are over 2,500 stores of this type in
existence, 540 of them belonging to the Piggly Wiggly Stores,
Inc., and the balance to independent operators. These in-
dependents pay the parent company a license fee of one-half
of one per cent of gross sales, the corporation allowing
them to use the name of Piggly Wiggly, furnishing them with
the patented fixtures and appliances, and buying for them
the greater part of the goods which are sold in the dif-
ferent Piggly Wiggly stores. Advertisements and mats are
furnished the operators.
One of the prime reasons for the success of this
system to date is the fact that its sponsors have recog-
nized the power of the "appeal to the eye*' in dealing with
women. The units of the system are, as a rule, more attrac-
tive in the interior and exterior than either the indepen-
dent groceries or the average chain store. Every thing
about the store is original from the name to the display,
shelving, and price tickets.
^
(1) Baxter, W. J., Chain Store Distribution and Management t
Harper & Brothers, New York & London, page ISO
(2) Ibid, page 180
' jr*r< f
:
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The fields in which chain stores developed in
this period were as follows: tobacco products, confec-
tionery, drugs, haberdashery, clothing, dry goods, auto-
mobile supplies, restaurants, bakeries, barber shops and
groceries. Also, during this period the first amalgama-
tion was transacted. The First National Stores in 1917
took over the Ginter Company, John F. Connor Company, and
O'Keefe^, Inc.
chain stores from 1914 to 1935. This gives a very good
picture of how rapidly chain grocery stores have grown in
Below is a chart showing the growth of grocery
Growth of Grocery Chain Stores
1914 - 1935
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The present Period
This period extends from 1919 to the present.
It is during this period that v/e see the greatest increase
in the number of retail outlets in the United States,
It appears that the number of chain organiza-
tions reached its peak between 1920 and 1925, The de-
crease in number of organizations after that time was ap-
parently due to mergers and consolidations. Although
most stores have been started by the chains, there have
been many purchases of small chains by larger chains.
Apparently the chains had their maximum number of stores
about 1928 or 1929, The decrease since that time has been
due to the operation of larger stores and not to a de-
crease in sales, as the chains did a larger percentage of
the retail business in 1955 than in 1929, The chains,
perhaps, operated small stores profitably when they were
newer and competition between chains was less severe.
However, when competition betv/een chains became keen, it
seems that small stores were unprofitable owing to the
cost of supervision and the expense of supplying them with
goods. The trend toward larger stores was well under way
by 1930. It has been accentuated in recent years by the
levying by some states of taxes graduated upon the number
of stores operated. This has hastened the establishment
of large stores, popularly called "Super Markets".
v 9
.
.
.
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Below is a table showing the growth of all
chains from 1900 to 1935. The figures for 1900, 1910 and
1920 are estimates by the Federal Trade Commission, while
the later figures are from the census.
Year Chains Number of Stores
1900 700 4,500
1910 3,000 13,500
1920 9,400 49,200
1929 7,061 159,638
1935 6,079 139,810
Number of Retail Stores & Volume of Sales of Chain Store
Stores Amount Per Cent
Total U.S. 1935 127,482 $7,550,186 22.8$
Total U.S. 1933 141,676 6,372,554 25.4$
Total U.S. 1929 148,037 9,834,846 20.0$
The above table shows the number of retail chain
stores and volume of sales both in amount and percentage
for the years 1929, 1933 and 1935.^^ These tables show
clearly the tremendous increase in chain stores from 1919
up to 1929 and then the gradual decrease from 1929 to 1935.
In addition to the regular chains, there were
1,925 stores in chains controlled by manufacturers and
3,664 leased departments with combined sales of $223,000,000.
(1) Converse & Huegy, Elements of Marketing , Prentice
Hall, Inc., New York, page 356.
(2) Ibid, page 283, Table 56
.*
.
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There were also 54,294 stores with sales of $26,000,000,000
operated by owners of two and three stores. These are con-
sidered chains by some. Combining all these groups, we
find that they had $102,000,000,000, or 51# of the total
If we consider the percentage of the business
within a trade, we find that the chains were relatively
most important in the variety store field, where they did
90# of the total business. They did 50# of the business
done by all automobile accessory and shoe stores. This
does not mean that they sold one-half of the shoe and
automobile accessories, but that they did one-half the
business done by specialty stores in these trades. The
chains did slightly less than 39# of the business done by
grocery and meat stores. They did less than 15# of the
business in the following lines: furniture, household ap-
pliances, restaurants, and jewelry.
(1) Converse & Huegy, Elements of Marketing , Prentice
Hall, Inc., New' York, page 358.
(2) Ibid, page 358
retail sales in 1935.^
Different Types of Chains and Volume
of Business Done in 1935
Food
Department Stores
Variety (5# to $1.00)
Filling Stations
Drug Stores
Clothing and Shoe Stores
$2,500 millions
833
709
423
317
668
.-
-
.
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Chain stores have come to be an important
influence in retail trade. Chain stores are more than
a passing fancy; they are a permanent fixture, influenc-
ing people 1 s lives and changing the whole aspect of
retailing
..
.
.
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CHAPTER III
GROWTH OF THE CHAIN STORE
Introduction
In Chapter II, "A History of the Chain Store”,
we got a picture of the birth and growth of the chain
store through the three periods
—
pioneer, development,
and thence to the present. We saw how the Great Atlantic
and Pacific Tea Company grew from 25 stores in 1865 to
17,000 stores in 1939, doing a business in this same year
of just under one billion dollars. The growth of chains
from 1900 to 1935 was tremendous. For instance, in 1900,
there were 700 chains with 4,500 stores, and, in 1935,
there were 6,079 chains with 139,810 stores.^ As one
looks at these statistics, he cannot help wondering what
reasons there are behind the growth of the chain store.
The chain store grew' out of the disorganized
economic conditions following the Civil War. Its growth
since then has been influenced by similar conditions aris-
ing after the World War, and up to the present time.
Prices were high and the increase in people* s income was
not in proportion to the rise in prices. The consumer
(1) Converse & Huegy, Elements of Marketing
.
Prentice
Hall, Inc., New York, page 356
..
.
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began to feel the high cost of living and thus looked to
ways and means of economizing. The chain stores were
able to offer merchandise at lower prices and, naturally,
the consumers flocked to them, causing their tremendous
growth.
The chain store has its advantages and disad-
vantages, but it is the advantages that the chain possesses
that have been most important in its growth. The advan-
tages of the chain store are as follows:
1. Purchasing Power
2. Location
3. Financial Strength
4. Efficient Management
5. Experimentation
6. Standardized Methods
7. Efficient Personnel
purchasing Power
One of the greatest factors in the success of the
chain is its buying power. The quantity taken and the
ready cash resources command every advantage and every dis-
count afforded by the market.
There is hardly any business in which quantity
does not in some way control price. This applies not only
to the purchase of merchandise for resale, but also to the
purchase of supplies of all kinds and of store equipment.
The opportunity to turn merchandise promptly into cash is
exceedingly attractive to most producers and suppliers.

-20-
Long- term purchase contracts often made by
the chains make it possible for producers to concentrate
on economical production, to make timely purchases of raw
materials, to control investments in inventories, to es-
tablish standard production methods, and to carry on opera-
tions during dull seasons. Such production programs make
lower prices possible both to the distributors and to
consumers
•
Chain stores, by working on a large-scale basis
with producers over a considerable period of time, may
also indicate desirable changes in the merchandise, such
as improving the quality for the same price as well as
producing the same quality at lower costs.
Large chain store systems often assume a con-
siderable part of the functions of wholesaling and of bro-
kerage, in lines where brokers exist, and in the assumption
of these functions they command the prices and conditions
of purchase enjoyed by the trade factors. Chain stores
that assume wholesaling functions must bear some of the
operating expenses of wholesaling, but are able to make
some savings over the expenses of regular wholesaling
institutions.
The large chain systems in some lines are able
to buy larger quantities and to secure better prices than
.* \t 34
i :»(,n iai - q
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even the wholesalers on lines in which service is needed
and quantities are not large. It is also known that
wholesalers sometimes buy from chain stores rather than
direct from manufacturers.
It has been said that chain stores make all
their purchases direct from producers, which is true only
in part. The larger chains do buy direct, but a great
number of chains of all sizes are also large purchasers
from wholesalers and other middlemen. There are very few
of the smaller chains which do not use wholesaler resources
extensively. It would have been very difficult for the
chain stores to attain their early success and growth, had
it not been for the opportunity to place their patronage
with wholesalers. Buying direct varies with the lines and
the customs of the trade. Generally speaking, it becomes
an important method of getting goods when the chain has
reached a size permitting it to purchase in sufficient quan-
tities to make the direct contact profitable. Even if pos-
sible, it usually does not pay to maintain a direct contact
if the quantities purchased are small. Chain stores, in
common with all other retail stores, vary in capacity for
handling the various commodities carried. Large quantities
of some goods and very small quantities of others is the
rule. Purchases made direct begin in most cases on those
-.
.
.
.
.
.
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commodities in which the volume is greatest, and purchases
from wholesalers continue on smaller volume items long
thereafter, even in the largest chains.
Many chain store organizations have found it
preferable to utilize wholesale concerns and their ware-
housing and delivery facilities rather than establish
warehouses of their own. The experience and skill of the
wholesaler in warehousing, when his services are available
to the chain store on a favorable financial basis, make
it profitable for the chain to use his services.
One of the difficult problems of chain store
management is warehousing. Some chains undertake ware-
housing for their unit stores in much the same way as whole-
salers perform this function for their retail customers.
Others, as indicated above, maintain connections with
wholesalers who perform the warehousing and shipping func-
tions. Others go as far as they can in arranging with
producers to make shipments direct to the retail stores.
The trend toward drop shipments has been increasing for a
number of years. Numerous chains that formerly maintained
warehouses have either closed them or reduced their size
in favor of arrangements made with manufacturers to ship
direct to the stores. The extra handling in warehousing.
f.
'
.
.
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It is felt, is an economic waste which adds to the operat-
ing expenses.
Most of the larger chains have private brands
and trade names of their own. Some of them push these
brands actively, while others allow their branded goods
to take an even chance with other competing goods carried
in stock. Privately branded goods are often made for the
chains by outside manufacturers by contract. When, as is
sometimes the case, the chain is financially and organ-
ically connected with a manufacturing concern, the brands
produced by the factory are, of course, more intensively
pushed.
Manufacturing is widely carried on in certain
lines by the larger chains. In the grocery field, baking
and coffee-roasting plants are adjuncts of most of the
larger chains. Some of them also manufacture chocolate,
candy, flavoring extracts, etcetera. One or two of the
largest concerns own salmon canneries, milk condensaries,
meat, fruit, and vegetable packing plants.
Chain store executives indicate a wide difference
of opinion as to the soundness and expediency of embarking
on wide-scale manufacturing programs. The statements of
(1) Nystrom, P. H.
,
Economics of Retailing
.
Ronald Press,
New York, pages 256-25?.
..
.
.
.
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many executives indicate that they look forward to a con-
tinued and increased development of chain-owned factories,
while, in other cases, equally competent executives are
opposed to taking on any manufacturing interests. Pres-
ent conditions in the manufacturing industries make it
more desirable for the distributor to buy finished pro-
ducts than to try to make as well as sell them. If and
when manufacturing industries become more stable and se-
cure, it may well be that the big chain stores will then
become important manufacturers as well.
Where it is not possible to secure a continuous
flow of goods at reasonable prices, chains may, and often
do, go a step farther and establish their own factories.
Location
Chain store organizations place the highest em-
phasis on proper location. By all scientific means, the
chain store owner attempts to place his store at a loca-
tion most convenient to the public. The department store
consolidates several lines of merchandise under one roof.
The chain store specializes in its lines, and decentral-
izes the location of its departments. Instead of asking
the people to come to it, it goes to the people.
(1) Nystrom, P. H.
,
Economics of Retailing
,
Ronald Press,
New York, pages 257-258.
i.
.
.
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Chains are often ready and willing to pay more
for the best locations than independent store owners. But,
if they do, it may be presumed that this is only because
they are able to get more out of them than do independent
store owners. Students of agriculture have noticed that,
in the long run, the best farm lands gradually get into
the hands of the best farmers—those who know how to get
the most out of the land and, therefore, are willing to
pay the highest price for such land. There is undoubtedly
a similar principle involved in retail locations. The
best locations tend to become the property of the most
successful merchants. It takes more than the average manag-
ing ability to get the most out of a location that is 100$
good.
Financial Strength
In the last ten years one of the most important
reasons for public interest in chain organizations was the
discovery made by banks and by the general investing pub-
lic, that chain store securities offered exceptionally
desirable qualities. Because chain store organizations
have spread their capital investments over many units, they
are secure against great catastrophic losses such as some-
times wipe out single institutions. They are secure against
.'
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losses due to bad, local business conditions. Their
operations and methods have been so standardized that
their future may be predicted. From the standpoint of
the investor, a chain store security is somewhat like
shares of ownership in an investment trust whose proper-
ties are equally widely spread.
In addition to the safety of capital afforded
by the wide distribution of risks in chain organization,
the profit-making possibilities of retail chain stores,
at least during the last ten or twenty years, have been
remarkable. In some concerns, the net profits have been
extraordinary. For a number of years the F. W. Woolworth’3
net income has averaged more than 10$ of its sales. Simi-
lar earnings have been made by the S. S. Xresge Company,
S. H. Kress and Company, and McCrory Stores Corporation.
Many other chain store organizations have realized from
5$ to 10$ on their sales. The net profits in the chain
grocery store have not been so high in proportion to sales,
but because of the high rates of turnover, the returns on
the capital invested have been excellent. Even a net prof-
it of 2$ on sales, which is considered low in the chain
store industry, becomes 20$ on the capital invested in a
business that enjoys ten turnovers per year.d)
(1) Nystrom, P. H., Economics of Retailing , Ronald Press,
New York, pages 259-260.
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Whether or not chain organizations may continue
indefinitely to earn the handsome profits obtained during
recent years, it appears certain that chain store organiza-
tions and their securities will continue high in public
favor. They now occupy a position of highest eminence in
the stock markets of the country, a position held some
years ago by the choicest classes of gilt-edged railroad
securities.
Still another proof of the financial strength
of chain stores was their ability to weather the storm
through the uncertain years of 1950 to 1936. It is true
that their profits decreased and there were a few failures
of smaller chains. However, on the whole there were fewer
failures than among independent stores. An example of the
decrease in profit, and of ability to come back, is found
in the grocery field. In 1929, the retail chain grocery 1 s
net profit per dollar of sales was 3$. In 1934, this had
declined to lj$. Since 1934, this percentage has been
increasing and today it is almost 3$.
Efficient Management
Chain store organizations since their birth have
recognized the importance of expert, executive management
(1) Trusts and Estates, Vol. 68, June 1939, pages 758-760
.
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and the need for it. It is possible for a chain store
organization, particularly a large concern, to afford
the employment of the services of the best trained and
most experienced executives available. As a result, in
their advertising, accounting, personnel work, merchand-
ising, and other functions, the chain stores draw upon
the best ability that money can command. Practically all
chain organizations use carefully devised methods of se-
lection and training of new employees. Whatever there
may be of value in specialization and division of labor
as applied to retailing, may be found in one form or an-
other in chain store organizations.
Experimentation
I believe it is safe to say that an important
characteristic of chain stores is that they specialize
in the particular goods they handle. They handle only a
few well-selected lines of merchandise, and attempt to
have and to offer for sale only those items that sell most
readily. They attempt doing in retail distribution what
Henry Ford did in the automobile industry. They fix upon
that which most people want and then concentrate upon that.
They try to avoid slower-selling lines, goods offering
small profit, and merchandise in which losses are likely
.• '
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to occur. It does not matter too much to the chain store
if this business goes to the competing stores of the com-
munity. This specialization in lines handled is more sig-
nificant in chain store success than people realize or
understand.
It is impossible for a retail store to attempt
to carry everything that consumers may ask for. The
variety of goods now produced and offered for sale is
much too wide for any retail store to handle them all.
Furthermore, consumers’ wants, whims, and desires vary from
day to day and from person to person. These wants tend to
group themselves around a relatively small number of items
of goods. The chains that have been successful give in-
creasing study to consumers’ wants, and attempt to carry
only such goods as meet a high average of the wants of
average people. Therefore, chain store stocks are light
as compared in number of items with the stock carried by
independent stores. A chain grocery store ordinarily has
but 800 to 1,200 items, while most independent stores carry
from 1,500 to 2,000 or even more.
On the other hand, the chain’s merchandising
policy secures active selling and turnover on practically
all goods stocked, while half or more of the goods carried
in stores that do not follow consumer demand quite so closely
..
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are inactive* The capital tied up in such goods is wasted,
and the chances of final loss are very great. The chains
have apparently not been so highly successful in fashion
goods as they have been in staples, but progress is being
made along these lines. It is possible, as is now known,
to chart the trends of fashion and to pre-determine cus-
tomers’ wants even in these lines. Chains are as likely
to succeed in merchandising fashion goods as the other
dealers, after they have learned how to check the movements
of fashion. There are already many successful adventurers
in this field.
Finally, most chains specialize in merchandise
at a few prices known to be popular, and let the demand for
goods at all other in-between prices go to individual stores
or other competitors.
Standardized Methods
One of the most important advantages of chain
store organizations is their adoption of standardized meth-
ods in doing business. The chain store has introduced few
new ideas in retailing, but has carried out the well-
recognized requirements of merchandising to the best of
(1) "Scientific Personnel Tests", Chain Store Progress ,
April 1931, Vol. 3, Number 4, page 8
..
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Its ability. The typical chain store unit is bright,
clean, sanitary, well lighted, well ventilated, orderly,
and attractive. They have a systematic plan for arrange-
ment of merchandise and the handling of customers. Easy
entrance and exits and appropriate fixtures are provided.
One of the chief criticisms of most of the older-
fashioned, individual, independent stores was the failure
to give proper attention to these details.
Efficient Personnel
Chain stores endeavor to employ the most effi-
cient members for their personnel. One grocery chain
conducts psychological tests to obtain the right type for
its managerial force. This is done by means of tests
which aim to take the "hunch out of firing" by testing
the applicant for mental alertness . ^^ Incompetence, ig-
norance, and lack of ability are eliminated through the
adoption of such methods. The chains also eliminate or
transfer any store manager who fails to maintain his sales
quota. This is a further recognition of the chain’s ability
to choose the best for its personnel.
(1) "Scientific Personnel Tests", Chain Store Progress ,
April 1931, Vol. 3, Number 4, page 8
'*
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Disadvantages of Chain Store
The chain store organization has its disadvan-
tages as well as its advantages. Through the periods of
growth of the chain store, the managements have recognized
these disadvantages and have taken steps to correct and
eliminate them. In many cases, the disadvantages have
been reduced to a minimum or entirely done away with.
The disadvantages of the chain store organiza-
tion are:
1. Personnel Limitations
2. Distribution Expenses
3. Lack of Personal Touch
4. Unfavorable Legislation
5. Community Antagonism
6. Inflexibility
7. Increasing Efficiency of Independents
Personnel Limitations
Chain store organizations are completely dependent
upon the efficiency of their employees. The incentive to
see the store succeed is probably never so specific or so
effective among average chain store managers and other em-
ployees, as among owners of independent businesses. The
lack of the incentive of ownership among chain store em-
ployees is to some extent compensated for by carefully de-
vised systems of remuneration, together with intensive
inspection and supervision. The chain store, at its average.
P .-
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undoubtedly secures higher working efficiency than poorly
operated independent stores, hut it surely does not se-
cure the devotion that the best operated, individual
stores command.
Not only is there lack of initiative among chain
store employees, but there is also constantly the hazard
of dishonesty and graft. Even the thoroughgoing system
of making the chain store manager absolutely responsible
for every value placed within the store, provokes dishon-
esty. Merchandise is usually consigned to the store manag-
er, who must account for every item either in cash or in
inventory. Any shortage, no matter what its cause, means
a loss out of the manager’s pocket.
In spite of the best of care, such losses do
occur. There is temptation of managers to recoup such
losses by over-charges, short weights, short changing, or
other methods of dishonesty to the store’s customers. Such
practices, if not checked, often result in completely under-
mining the good will of the system. We can be safe in
saying that such acts in chain stores by managers are the
exception rather than the rule.
(1) Nystrom, P. H., Economics of Retailing , Ronald Press,
New York City, pages 261-262
..
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Distribution Expenses
The advantage that the chain store obtains in
buying in large quantities is partially offset by the
wholesale expense which it must bear in the elimination
of the middlemen. The chain, in buying direct from the
manufacturer, must perform the function of the jobber and
the wholesaler, and consequently assume their costs.
This includes such outlays as warehousing, storing the
merchandise, transportation and general overhead. Risks
of price declines and losses are always prevalent in quan-
tity buying. The chain is also at a disadvantage in that
it is unable to purchase small quantities that failing,
retiring local businesses or small manufacturers can
offer.^ Independent department stores can frequently
purchase such lines as ready-to-wear clothing, due to the
flexibility of operating methods which permit them to take
advantage of these small offers. The chain store is un-
able to do this because its success depends on its secur-
ing large purchases.
One of the greatest weaknesses of the chains is
their failure to coordinate thedr ouying and selling, on
(1) Brisco, Morris A., Principles of Retailing
.
Prentice-
Hall, Inc., New York, 1927, page 6.
(2) Nystrom, P. H., Chain Stores (Revised Edition, 1930)
Chamber of Commerce of the U. S. Distribution Department,
Washington, D. C., page 17
*.
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fashion articles, the chain store may over stock, for
they will not fit the local needs in all communities.
This weakness has partially "been overcome by the chain's
allowing its local managers to purchase seasonable
merchandise.
Lack of Personal Touch
The chains are at a disadvantage in establish-
ing friendly relations with their customers, as compared
with the individually owned stores. A hired manager ordin-
arily does not take quite the same interest in patrons as
the proprietor. Besides, managers are changed frequently
in some chains. Certain chain store organizations stan-
dardize their stores to such an extent that a manager or
trained salesman can be transferred from one store to
another and take up his duties in the new store without
losing more than a few minutes in getting his bearings.
It is this personal contact with customers that
has helped" independent stores to compete with the chain
store. Also, independent stores offer personal delivery
and credit service to their customers. Chain stores are
not able to offer as complete service due to the small
unit of profit on which they work.
..
.
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Unfavor fl ble Legislation
Another type of difficulty encountered by the
chain is the adverse legislation intended to control or
prevent the growth of chain organizations. There is
scarcely a single state in the country in which efforts
have not been made to pass laws which, if enforced, would
have put many, if not most, of the chains out of existence.
Chain store legislation is usually aimed to
curb chains by one or more of the following methods
1. Price Maintenance Laws
2. A progressive tax on the number of stores
owned by one concern.
3. A progressive tax on individual company sales
volume
•
4. Attempts to redefine or alter present legislation
on combinations in restraint of trade or on unfair com-
petition in such a way as to make it apply to chain methods
of doing business.
At this time we shall not go into any great de-
tail on chain store legislation, as farther on in the thesis
there is a section devoted entirely to chain grocery store
taxation. However, in passing we shall mention a few of
the taxes imposed on chain stores by different states.
In 1S29, the Indiana Legislature passed a law
that imposed a sliding scale of annual license fees on
(1) Nystrom, P. H.
,
Economics of Retailing
,
Ronald Press,
Inc., New York, page 265
.-
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chain stores; the larger the number of stores in the chain,
the greater the tax. In Georgia, there is a tax of $250
per store in excess of five; and in Maryland, it is $500.
In Pennsylvania, the United States has required a chain
drug owner or operator to be a registered pharmacist.
These are only a few of the states where chain stores are
forced to pay high taxes.
Community Antagonism
There has been much criticism of the chain store
organizations to the effect that they hurt the community
and cause antagonism. Some of these criticisms are jus-
tified and others are untrue and never should have been
stated. The criticism of the chain store is something like
this
.
There are retail dealers who are hurt by chain
store competition. Eack of the dealers, so hit, are the
small town newspapers patronized by those dealers; the
bankers who see their retail accounts dwindling as chain
stores grow; local real estate men who are eliminated from
participation in handling chain store properties; local
insurance men who obtain no share whatsoever in the placing
of insurance on chain store properties; local painters,
sheet metal workers, plumbers, and fixture men, who are not
employed by chain store concerns on the establishment of
.
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new stores. Chambers of Commerce seeking community de-
velopment have difficulty in getting the cooperation of
chain stores on their projects. Even preachers and priests
have usually found that they could count on but little
financial help for their religious projects from chain
store units in their communities.
Absentee ownership is against the chains. The
chain store must employ local help, pay rent, taxes, and
meet other expenses locally, but the profits of the busi-
ness are sent to headquarters of the concern instead of
going into the local investments or other channels helpful
to the community. The justification for the chain, in
answer to this argument, is that if the public purchases
its goods more cheaply through the chain store than else-
where, then the savings in the pockets of the consumers
do more good to the community than any accumulation of prof-
its in the pockets of retailers.
One of the most troublesome problems that the
chain store has to face, is the continual complaint that
it does not enter into local community movements and par-
ticipate in the development of community interests. Broad-
minded chain store executives are giving much thought to
this problem, and are attempting to overcome it, so far as
possible, by urging their local managers to become identified
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with local movements, the Chamber of Commerce, the churches,
and other organizations. The chain has, to be sure, a
very real stake in the community in which its store is
located. Its business can scarcely be successful if the
community itself is not successful. This is true in spite
of the fact, as pointed out by those opposing chains, that
the interest of the chain in a single store or a single
community can never be so great as the interest of the
individual merchant whose entire fortune is at stake in
the community.
One phase of this problem is the difficulty of
making contributions to local charities and other worthy
movements. The church, charity, or Chamber of Commerce,
intent on securing funds for some worthy cause, is likely
to look upon the chain store as a prospective contributor
in proportion to the published volume and profits of the
entire chain rather than as a local unit. Even though the
local manager may contribute what might be fair in comparison
with other local institutions, his contribution is likely
to be considered insignificant because of the size of his
organization. Much education must take place to secure a
proper appreciation on the part of chain store executives
toward community problems, and a proper public appreciation
.'
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of the wide-spread responsibilities of chain stores to
their respective communities .
^
Inflexibility
The chain store system, with it3 standardized
methods of operations and success, is often somewhat in-
flexible in meeting peculiar local needs. Some chain
store executives profess an interest in mass demand and
a lack of interest in consumer demand that is individual.
Most chain stores, as already indicated, aim to carry the
merchandise wanted by the largest groups of people. Items
of occasional or individual demand are passed over. This
policy makes it possible for the chain store to operate
on low Inventories, secure rapid turnover, and keep ex-
penses of operation down, but it does not adequately cover
all the needs of consumers. While there are indications
that consumers' wants have been undergoing considerable
standardization, one may not be sure that with increasing
incomes and rising standards of living this trend may change
and a wider, rather than a more limited, variety of goods
may be wanted. Chain stores, to continue their growth,
should provide some degree of flexibility to meet the re-
quirements of the individual clientele of their stores.
(1) Nystrom, P. H., Economics of Retailing
.
Ronald Press,
Inc., New York, pages 262-264.
(2) Ibid, pages 260-261.
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Increasing Efficiency of Independents
When the chain store first entered the field,
it had every opportunity to offer its merchandising
methods to the public without the competition from the
independent. The individual merchant was slow to real-
ize that the chain was a real competitor. The resistence
to chains was passive until 1S27, but afterwards several
local, national and state movements were conducted to or-
ganize the independent merchant. ^ The individual mer-
chant was taught new, improved merchandising methods,
which include selling, stock-keeping, and profit making.
Since 1927, independents have organized volun-
tary chains, cooperatives, and have improved their organ-
izations to the point where independent stores are giving
the chain store a run for its money.
Reasons for the Growth of the Chain Store
When the chain store organization grows from
700 chains with 4,500 stores in 1900, to 6,079 chains with
139,810 stores in 1935, one wonders what factors are res-
ponsible for such a growth. The reasons for the growth
of the chain store are as follows:
(1) "Independent Merchants Give Chains Increasing Hard
Fight", Business Week Magazine, August 20, 1930, page 8.
sa
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1. Mass production and mass distribution
2. Movement from farm to city
5. Rising use of the automobile
4. Improved standards of living
5. Price appeal
6. Weakness of competition
Mass Production and Maas Distribution
Mass production made its most significant ad-
vances during the period of the World War. At this time,
Germany, Prance, Great Britain, and other European coun-
tries were at war and consequently neglected their markets.
Since the United States did not enter the war until 1917,
it gave us the opportunity to develop these territories.
This position in foreign markets was maintained even after
our entrance into the conflict. Due to the scarcity of
labor it was necessary to adopt time-saving and labor-
saving machinery. Consequently, with the potentialities
opened for us in foreign markets, a tremendous amount was
invested in machinery, resulting in large-scale production.
After the World War the foreign markets were absorbed by
their previous distributors. As a result, there was a
depression in 1921, retracting afterwards and continuing
the system of mass production which has since been main-
tained. Mass production resulted in mass distribution, and
this factor alone started chains purchasing in large quan-
tities and expanding rapidly.
..
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Movement from Farm to City
Statistics show that there is a constant de-
crease in our farm population, which is partly due to
small returns from the land, and secondly, to the in-
creasing attractiveness of the city. The net movement
was 619,000 in 1S29; 576,000 in 1928; 604,000 in 1927;
and 1,020,000 in 1926. This changing movement is shown
by further information given on farm population.
January 1, 1929 27,222,000
January 1, 1928 27,491,000
January 1, 1922 30,200,000
January 1, 1910 32,076,960
With this increasing movement to the city, there
was a tendency to shop more in urban districts. The de-
velopment of the chains in the city area caused the farm-
ers to be dissatisfied with the products offered in the
rural districts. As a result, the farmers began to come
to the city to shop at the chain stores.
Rising Use of the Automobile
With the improvement of roads came an increase
in the number of motorists (statistics showing that in
July 1, 1928, there was one automobile to every 265 persons
in 1910).^ There has also been a correspondingly large
(1) Lunt, Edward Eyre, An Audit of America
,
McGraw-Hill
Co., 1930, page 18.
...
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increase in the number of registrations.^
1895 4
1900 8,000
1910 458,500
1920 8,225,859
1928 21,379,125
1930 23,042,840
1940 26,000,000
The statistics presented above indicate the
reason for the large number of rural folks travelling
to the city to purchase their merchandise, and a fur-
ther indication and reason why chain store organizations
developed in city areas.
Most chain stores do not offer any delivery
service and the rising use of the automobile enables the
customer to come to them and shop without too much in-
convenience. The automobile, we can say, has helped the
chain offset the delivery service offered by most inde-
pendent stores.
Improved Standards of Living
Individuals are enjoying, today, more comforts
and conveniences than were enjoyed by the wealthier classes
a good many years ago. The consumption of cereals has de-
creased, which is indicative of an increased standard of
(1) National Chamber of Commerce, Facts and Figures on the
Automobile Industry
,
New York City, 1931, page 16.
... .
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living. Consumption of dairy products, vegetable oils,
sugar, and miscellaneous vegetables and fruits has in-
creased.^^ Wage rates have increased with a correspond-
ing decrease in number of hours of employment. Increas-
ing expenditures by communities for social work have been
rapid; also, savings and investments in life insurance
have increased rapidly. There is an increase in the use
of electrical appliances, automobiles, and telephones;
many of which are considered luxuries in other countries.
All these factors show an increase in the standard of
living, and a decided diversification of wants that the
retail chain must satisfy.
Price Appeal
The chain store is able to offer merchandise at
prices that are far lower than its competitors and this
is explained by the large buying power. Various surveys
that have been conducted, found that prices were lower in
chain grocery stores than in their independent competitors.
Below are some of the surveys that were made: (2)
Lexington, Kentucky 1S30
Savings in Chain Stores
6.W~
New York City 1931 8.5%
Florida (72 cities) 1935 3. 2^-4. 6%
Colorado(30 cities) 1938 6.8%
Nev.' York( 5 towns ) 1938 1.8%
Poughkeepsie,N. Y. 1939 8%-10%
(l"5 Lunt, Edward Eyre, An Audit of America
,
McGraw-Hill
Book Company, New York, 1956, page 12.
(2) "The Chain Food Store", National Association of Food
Chains, Washington, D. C., 1940, page 39.
.issrrr
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Weakness of Competition
Until recently independent merchants have not
attempted to overcome the competition that the chain
stores have given them. They were not familiar with the
best systems of merchandising that would result in economic
operation. The chain store, therefore, did not have to
worry about competition, and entered the field with its
merchandising methods without interference from the inde-
pendent proprietors. The independent retailers have
finally awakened, and, through their present unions with
cooperative organizations and trade associations, will
give the chain store a stiff fight in the future.
Reasons for the Chain Store Success
So far, in this chapter, v*e have considered the
advantages and disadvantages of the chain store organiza-
tion and the reasons for its rapid growth and development.
Obviously, there are certain factors and reasons present
th^t have made the chain store successful. It is at this
time that I shall consider these reasons.
The reasons for the success of the chain store
organization are:
1. Lower prices to the public
2. Expert buying
3. Low mortality rate
.-
-
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4. Scientific business control
5. Low operating costs
6. Rapid turnover
7. Limited service
8. Reduced size of stock
Lower Prices to the Public
One of the most important factors in the rapid
and successful growth of chain store systems in this
country has been that the prices have been lower than in
other types of retail institutions. Whether chain store
prices are always lower than in independently owned stores
may be questioned. Whether, in cases where chain store
prices are lower, the difference may be due to differences
in operating expenses, in profit, or in lower prices paid
for the goods because of greater buying power, are matters
for further study and comparison. That chain store prices
have been, and are, lower on a great many items may be
safely assumed. The growing patronage of the public among
the chain stores is some proof that there must be price
advantages
•
In surveys made in Florida (1935) and Colorado
(1938), the savings in chain grocery stores were 3.2$ to
4.6$ and 6.8$. In the state of New York, a survey showed
a saving of 7.9$ in chain grocery stores. This is one
proof of the lower prices in chain stores.
(1) ’’The Chain Food Store”, National Association of Food
Chains, Washington, D. C., 1940, page 39.
..
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Expert Buying
Chain stores endeavor to eliminate one of the
sources of waste characteristic of the independent mer-
chants who buy in a hit-or-miss fashion. The chain
store refuses to load up it shelves with merchandise that
will not sell. Chain store buyers are specialists. In
many instances, they devote their full time to the pur-
chasing of commodities. In large concerns with many units,
the buyers’ duties are limited. Meat buyers, store supply
buyers, butter and cheese buyers, coffee and tea, vege-
table and fruit buyers are examples.
Staples and non-perishable articles may be pur-
chased by the home office, but the buying of perishables,
such as fresh fruits, vegetables, fresh meats or flowers,
must be done locally by the manager. Chains are able to
secure an advantage over the independent, for they can
buy in large quantities for all stores, saving the time
of the managers as well as giving the chain the benefit
of cash discounts. Many chains plan the form of the mer-
chandise and then ask the manufacturer to give them an
estimate of the cost.
Chain stores often have carefully analyzed
records of past sales which enable them to purchase
...
t. r.L rj .
s
.
-
"I
<• 1
*
-49-
shrewdly.^ 1 ) some of the largest chains buy as much as
the ordinary wholesaler, and, therefore, obtain the most
favorable prices* Small chains, such as the local chain,
unless they are linked with some form of cooperative
organization, cannot receive the full benefits from quan-
tity buying. The large purchasing power of the chains
has given them their present position of importance.
Low Mortality Rate
Chains are able to distribute their risk over
a large number of units, and consequently, if one store
fails, the loss can then be absorbed without noticeable
effect on the organization. This is not true in the case
of the independent who, with only one store, must take
the loss at one time. The entire community will feel the
effect of the failure, and the producer, who has allowed
the retailer to purchase on time, will also suffer.
Statistics in "Dunn and Bradstreet" show that
nine out of ten retailers fail within ten years. In
a study made by Professor E. D. McGarry of the University
of Buffalo, it was found that sixty per cent of the inde-
pendent grocers surveyed discontinued business within a
TO Whitaker, John R. , PhTP. , Organization of Chain
Grocery Companies in Relation to Scientific Merchandising
.
Graduate School of Pennsylvania, (1929, Thesis ) page 82.
(2) Buehler, E. H.
,
Chain Stor e Debate Manual
,
National
Chain Store Association, New York City, 1931, page 30.
..
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year. The Illinois Chamber of Commerce showed that in
107 cities, almost one-half of the stores operating in
1925 had discontinued business in 1929. In the study made
by Paul C. Olson of Columbia University at Louisville,
Kentucky, it was found that practically the same ratio of
independent grocers went out of business in the years
1891 to 1899 as between the years 1921 to 1929
Scientific Business Control
The chain Is controlled and direction is given
to its energies by means of comprehensive and accurate
accounting systems, which bring to light unprofitable
commodities, leaks, and wastes, and determine accurate
costs. The sales, during different periods in any store
and In all the stores, are readily accessible for compara-
tive purposes, so that an incentive is given to each store
to beat not only its own record but that of other stores
in the chain. By this method, one of the greatest sources
of inefficiency and decay in combinations is eliminated;
viz. the weakening of competition. Each store is con-
trolled by its own accounts, which are sent to the central
office; and competition between the different stores Is
constantly active, because each store has access to the
business statistics of every other store.
(l) "Louisville Blues'*, Paul C. Olson, Chain Store"Pro-
gress t Volume 2, Number 7, page 1.
.*
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The business thus takes on the aspects of a
game. Those who win their quotas are given bonuses or
premiums. Encouragement to managers and employees is
given from time to time by means of house organs, which
give the status of each unit in the system. The highest
efficiency is stimulated in order to increase the sales
each year, and the handicap of having a hired, absentee
manager is thereby partially overcome. With a prize for
the winners of the game, and accurate standards of achieve-
ment developed by accounting systems, a stimulus and con-
trol over each store is secured, which means a minimum
of loss with a maximum of sales.
Low Operating Costs
The chain store has a low selling expense in
comparison with independent stores. The stores can inter-
change any merchandise which is not moving. If one store
has become stocked, for example, with a line of shoes
which is not popular in that particular locality, it can
be exchanged for other goods or credit with some other
store in which an outlet for the shoes may exist. Espe-
cially is this true where chains cover a large territory.
Sometimes goods not selling in Iowa will sell readily in
(1) Ivey, P. W. # Principles of Marketing , Ronald Press,
Inc., New York, page 78
’'
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Wyoming, and vice versa. The advantage of interchange
of merchandise prevents mark-down sales, which are a loss
to the independent merchant, who, if had judgment has been
used in purchasing, has no other source than sales.
A large number of your chain store organizations
make no deliveries. Such a policy saves from two to five
per cent on sales. If deliveries are made, there are
usually requirements as to the amount of the purchase or
an extra charge is made. The department store has multi-
plied indefinitely its delivery service, with a corres-
ponding increase of the cost-to-sell. Independent small
stores have tended to follow the lead of the department
store. The chains have taken a definite stand against in-
creasing expense through expanding this service, and dur-
ing a period of rising prices, this obvious attempt on the
part of chain stores to economize has attracted a great
many customers whose incomes are in the lower brackets.
However, sales have been lost because certain customers
do not want to take their purchases with them and are will-
ing to pay the store for this service.
The chain stores* use of standardized methods
and employment of experts to handle accounting and adver-
tising functions has enabled them to get the maximum of
utility with the minimum cost. The same is true in granting
..
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credit and making collections. It is said that chain
stores take more care in exercising the extension of
credit; hence losses from this source are less than in
the independent store. This is a highly debatable point
and one with which many independent store owners will not
agree. The chain store relies on its lower prices to
attract customers, and refuses to extend credit except
to purchasers having thoroughly established ratings.
Likewise, in collection the chain has a great advantage
over the local independent store. The proprietor of the
latter is well-known in the community and dislikes bring-
ing too strong pressure to bear on delinquents. Such
leniency causes losses, particularly as losses generally
increase in direct proportion to the time bills are al-
lowed to run. The chain, on the other hand, is run by
the manager from headquarters, and pressure of a determined
or legal character Is more imminent because no sentimental
ties exist. Consequently, customers will almost always
pay chain store accounts before those of independents. A
large number of chains sell for cash, thus eliminating all
possibilities of loss through bad debts, which average,
perhaps, one-quarter to one-half per cent in independent
stores, d)
(1) Ivey, P. W., Principles of Marketing
.
Ronald Press,
Inc., New York, pages 79-80.
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In a study made by the Harvard Research De-
partment, it was discovered that the net cost of a
dollar’s worth of merchandise amounted to 80.6 cents,
after freights, discounts, and merchandise allowances
were deducted. This leaves a balance of 19.4 cents,
of which only 1.2 cents represents margin. This means
that 18.2 cents represents the charges for fixed and
variable expenses. In the case of the wholesaler-
retailer combinations, it found that the smaller chains
were able to operate on 8.8 cents less than the volun-
tary chains, and that the larger chains were able to
operate 7.7 cents less.^^
In 1935, the independent stores, as a whole,
used 28.4$ of their net sales to pay their operating
expenses. The chain store used 25$ to 27.5$ of its net
sales. Operating costs for chains, in 1929, were 24.8$;
in 1933, 32.9$; and, in 1935, 27.5$.
Between 1929 and 1933, chain stores showed
both a smaller loss in total sales and a lesser increase
in cost ratios than did the independents. But^ by 1935,
this trend was reversed and the independents increased
their sales and decreased operating expenses at a more
rapid rate than the chains.
(1) McNair, M. , Expenses and Profits in the Chain Grocery
Business in 1929
,
Bulletin Number 84, “Harvard Bureau of
Business Research, 1931, page 3.
(2) ”Harvard Study Reveals Important Chain Store Data”,
Chain Store Progress
,
August, 1931, Volume 3, Number 8, page 1
T2T The Commercial and Financial Chronicle , July 15,
1939, page 348.
.
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Rapid Turnover
If rapid turnover ia not maintained, it means
excessive amounts invested in inventory. This means
more borrowing; interest to be paid on borrowed capital;
extra overhead to carry the inventory; obsolescence or
deterioration resulting from the non-salable and perish-
able merchandise; and inability to meet current expenses
caused by lack of funds. It is, therefore, essential
that the chain store maintain a rapid turnover if it is
to hold its present position in the retail field. The
Harvard Bureau of Business Research studied the whole-
sale and retail dry goods trade, and discovered that the
average wholesale turnover was 3.4 times per year, or
one turnover for every 107 days. In the retail dry good3
field, it was determined that the average turnover was
2.1 times per year, or a complete turnover every 174 days.
This figure compares unfavorably with the department store
chain which turns its stock every 85 days, or 4.3 times
per year.^
It can be seen that the average carrying charges
are much less for the chain store than for the combined
(1) Lyons, R. W., Chain Store as a Social and Economic
Problem
,
page 6.
.'
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turnover of the wholesaler who must hold his goods for
107 days, and the retailer for 174 days. This would
clearly indicate one of the reasons why the chain is
successful in operating on a much smaller margin than
the independent retailer or wholesaler.
It is estimated that chain drug stores turn
their stock from ten to twelve times, as ageLnst three or
four for independents; cigar and tobacco chains have a
turnover ranging from fifteen to twenty times, while for
independents the average is from six to twelve; the
grocery chains have a turnover as high as forty with an
average of perhaps twenty-five, whereas twelve times is
considered about the average for independents . ^
^
Limited Service
Many of the most successful chains, particularly
among those first established, have forged ahead on a
basis of limited service; such as cash and carry, instead
of credit and delivery. The savings in expenses from the
elimination of charge accounts and delivery services have
generally been converted into lower retail prices. These
savings have proved more attractive to multitudes of con-
sumers than the service eliminated, so that much trade
(1) Ivey, P. H., Principles of Marketing , Ronald Press,
Inc,, New York, page 80
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ha 3 been drawn from the stores operated on the charge
account and delivery basis to the cash and carry stores. (D
The cash and carry policy, followed by so
many chain stores, is apparently not so much an inno-
vation as a result of retail evolution. In none of the
older countries has consumer credit been so liberally
extended as in the United States. The wide use of charge
accounts and the extension of long terms of credit seem
to be characteristic of primitive or frontier conditions
and of newer countries.
In the early retail development in the United
States, long credits became customary in all parts of the
country. For several decades, long credits were very
necessary. Long-term credits running for six months or
even a year are still customary in certain sections, al-
though, for a number of years, there has been a strong
trend toward more frequent settlements, as for example,
on a monthly or semi-monthly basis.
In the competition of retailers for extension
of their trade during the 1870’s, 1880’s, and 1890’s, con-
sumers were offered more and more liberal credit privi-
leges, with the result that the credit business grew to
important proportions, and there also developed extensive
(1) Nystrom, P. H.
,
Economics of Retailing t Ronald Press,
Inc., New York, page 250.
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abuses, including large losses due to bad accounts.
The costs of conducting a business with such liberal
credit privileges also rose in proportion. There ap-
pears to have been at all times retailers who sold for
cash only, but a real expansion of the cash business
followed the general over-expansion of the credit busi-
ness. Kere and there, retailers seized upon the oppor-
tunity to save the charge account expense and to con-
vert this saving into lower retail prices. The savings
proved attractive to the public, or at least to large
sections of the public. Chains which came into exis-
tence during this period were quick to sense the trend,
grasp this policy, and carry it into effect. d)
In recent years, chain stores have been estab-
lished, offering almost every conceivable variation in
retail service. There are some chains that offer deliv-
ery service, others that offer charge account privileges.
Chain business is not now dependent upon limited forms
of service. In fact, there are some chains whose entire
business is the sale of service; such as hotels, theaters,
laundries, shoe repair shops, garages, etcetera. The
important fact is that certain proportions of the public
(1) Nystrom, P. H.
,
Economics of Retailing
,
Ronald
Press, Inc., New York, page 251.
..
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prefer limited service, or at least the savings that may
he effected in retail prices as a result of limited ser-
vices. Others prefer full service and are willing to pay
the difference in costs to secure it. When the cash and
carry business reaches the point of maximum application,
then the development of chains beyond that point is cer-
tain to be in the field of service retailing. ^
^
Reduced Size of Stock
The chains have found that the size of stock
can be reduced in two ways* The size of the orders may be
reduced and goods may be bought more frequently. This
practice has been called nhand to mouth” buying, ” small
order” buying, and "current need” buying. The number of
items carried in stock may be reduced. The typical chain
store has followed both practices. Under the latter, the
slow moving items, the shelf warmers, were eliminated,
and business was concentrated on the fast moving items.
The number of competing brands was reduced. If the con-
sumer refused to take the popular brand, she could go else-
where. The chain preferred to appeal to the majority, and
(1) Nystrom, P. H.
,
Economics of Retailing
,
Ronald Press,
Inc., New York, page 252.
..
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to let a few customers go elsewhere rather than to slow
up its rate of turnover and to increase its expenses.
The chain grocery store often carries less
than five hundred items in stock while the independent
may carry two or three times this number. Baxter says:
"There is absolutely no necessity for a store to carry
fifteen kinds of coffee when by carrying four kinds, it
can satisfy the demand of 85 per cent of its customers.
In a shoe chain, we carry less than one-third of the
number of styles that an independent shoe dealer carries.
In a five and ten cent store, we have reduced the number
of brands of the talcum powder from twenty to six. M ^^
In recent years, as the competition between chains has
become keener, some chains have back-tracked and are now
carrying wider stocks and are giving their managers more
( o)
authority in ordering what their customers want.' '
Conclusion
Thus, we have looked into the growth of the
chain store and reasons for its tremendous growth. We
have seen that the chain had its advantages and disadvan-
tages, its greatest advantage being purchasing power and
(1) Baxter, W. J., of the Chain Store Research Bureau,
quoted in the Journal of. Commerce t June 2, 1938.
(2) Converse, P. D., Elements of Marketing
,
Prentice-
Hall, Inc., New York, 1931, page 641.
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the disadvantage being community antagonism. The impor-
tant reason for its growth is price appeal. The con-
sumer found a way to economize by patronizing chain
stores. The reasons for the success of the chain store
organization are many, among them being lower prices to
the public, expert buying, low operating cost, rapid turn-
over, standardized equipment, and standardized merchan-
dise, limited service, and convenient location.
The chain store organization has revolution-
ized methods and systems of retailing of merchandise.
It has awakened the independent store proprietor to the
point where, if he hopes to compete with the chain store,
he must adopt these new ideas and chain store ways of do-
ing things. The chain store is here to stay and will in-
fluence retail methods in the future as it has in the past
and is at the present.
....
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CHAPTER IV
THE RETAIL CHAIN GROCERY STORE
Introduction
Previous to this chapter, I have not dis-
cussed the retail chain grocery store in any detail.
However, the history of the chain store, its growth and
reasons for it, are related very closely to the chain
grocery store. In fact, the chain grocery store has all
the advantages and disadvantages enumerated in Chapter
III. What is true of most chain stores is true of the
grocery chain.
The remainder of this thesis will he devoted
to the retail chain grocery store. We shall discuss the
kinds of food stores, independents and their attempt to
compete with the chain grocery store, and the future of
the chain grocery store.
There are five kinds of grocery stores.
1. Regular chain grocery store
2. Self-service stores
3. Food market
4. Mototerias
5. Super Markets
Regular Chain Grocery Store
The regular chain is one that carries only gro-
ceries. It differs little from its independent grocery
.-
.
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competitors . It stocks practically the same products,
but limits the number of brands, packages, and containers.
This type of chain often conducts some manufacturing and
distributing on its own account. Many of the large chains
concentrate on particular items such as breadstuff's. A
store of this type generally maintains the policy of cash-
and-carry with personal salesmanship in contrast to offer-
ing credit-and-delivery service which independent opera-
tors extend.
Self-Service Stores
In aelf-service stores, the basis of appeal is
quick service and not price. The goods are placed on
shelves, and the customers may pass through the entire
store and select those products that they desire. No sales-
men are required in this type of store; only a cashier, a
manager, and, if the store is sufficiently large, some
counter men to replenish the shelves when they are empty.
These stores have been successful because they
appeal to the qpe, and this is an important factor in deal-
ing with women. The store is original in its display,
shelving, price tickets, and even its name shows original-
ity. A store of this type has a decided advantage in the
saving of salaries because of its small personnel. The
• -
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savings on a $1,000 daily volume has been estimated to
be 59$.^ A cash-and-carry store of this size would
require ten salesmen, two cashiers, and two stockmen,
while the self-service store requires only two checkers,
two cashiers, and three stockmen.
Food Market
The definition of a "Food Market" is really
contained in the title. It includes the sale of all food
products under one roof. They really are super markets
for, as a rule, the space they occupy is very large.
Mototerlas
The V/. K. Hutchinson Company, Arlington, Massa-
chusetts, operates a number of mototerias that are stocked
with the seme items as the ordinary grocery stores, in-
cluding meats, groceries, vegetables, bakery goods, and
also a limited line of fish. The plan has proved profit-
able. Each truck operates in a territory of four to six
miles per day. The best routes are chosen, for the trucks
weigh 10,800 pounds, and must have the best streets in or-
der to pass in poor weather. The districts covered are
(1) Converse, P. D.
,
The Elements of Marketing
,
Prentice
Hall, Inc., New York, 1930, page 645.
.. .
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the better sections of two-family houses in suburban
localities. The mototerias stop at every third house
and a gong is rung.
Average sales run between $500 and $800 per
week. If the truck happens to run short of an item, a
light truck meets the mototeria with a fresh supply.
This type of store marks a new departure in
chain store merchandising. It is aimed to include those
customers who are unable to reach the chain store, ap-
plicable to many residential areas, and also to include
those who are unwilling to trade in regular chain gro-
cery stores which lack delivery service.
Super Markets
There is no standard definition of a super-
market, for the whole movement is very much in a state of
evolution; there is nothing static or cut-and-dried about
it. However, these are some of the essential character-
istics.
First of all, it is big—big in area and big
in volume. Seven thousand feet of floor space is an ab-
solute minimum, and some supermarkets are dozens of times
that large. It does a daily business in terms of tons of
meat, carloads of canned goods, and truckloads of fresh
.. .
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vegetables. Dollar figures may run anywhere from
$1,000,000 to $5,000,000 a year.^ 1 )
Secondly, operating expense is cut to the bone.
The markets are located in areas where land is cheap or
rentals are low, and where there is plenty of space for
a big parking lot; for a fast-stepping supermarket will
draw customers from forty miles or more. Labor costs are
at the irreducible minimum (a factor of considerable in-
terest to chains in view of the threat of more militant
retail unions) because the markets are operated on the
Piggly Wiggly, serve-yourself
,
cash-and-carry basis.
Interior furnishings are not elaborate, though the super-
markets are entering an era of glorification, featuring
million dollar buildings which make seasoned operators,
trained to cut all corners, raise a skeptical eyebrow.
These are special qualities of supermarket
operation which have yielded a mark-up unmatched in mer-
chandising history—one that ranges from Q% to 12%, or
just half of what an efficient chain organization needs to
show a reasonable profit. Such a mark-up means prices cut
beyond all belief in the nationally advertised goods fea-
tured in every supermarket.
(1) Business Week Magazine
.
May 1, 1937, page 44
.,
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Eight years ago Robert M. Otis and Roy D.
Dawson, two men trained in all the tricks of mass mer-
chandising, borrowed the basic idea for a supermarket
from the big drive-in markets on the West Coast. They
rented the old Dursnt automobile plant in Elizabeth, Mew
Jersey, and knocked together some pine board shelves;
piled them full of foodstuffs, leased out departments on
a percentage of sales basis to cut-price vendors of
hardware, drugs, cosmetics, auto accessories, radio sup-
plies, and what-not, and set the fundamental style for
supermarket operation.
Distress merchandise was no novelty in those
days, so when other retailers saw Quaker Oats at 3/,
pork chops at 10/ a pound, and Squibbs * toothpaste at
15/, they consoled themselves with the assurance that it
would not last long. But, by the middle of 1933, when
Big Bear—as Dawson and Otis called their market—was
still doing business to the tune of $12,000 to $15,000 a
day, they began to realize that it was no flash in the
pan. As recovery advanced and supermarkets continued to
grow, they had impressed upon them the compelling fact
that supermarkets were no depression freak— a conclusion
they might have drawn from the West Coast where the big
..
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drive-in markets had quietly grown to full majority dur-
ing the lush days of n ’27" and 11 , 29 ,f
For the first time in their lives, chains and
independents joined forces without reservation in the
battle against the supers, but all their efforts—moves
to bar Big Bear advertisements from local papers, state
legislation, N. R. A. codes, price-cutting on their own
account
—
proved unavailing. Big Bear continued to thrive
and to produce offspring; today, it boasts a half dozen
cubs. In the meantime. King Kullen markets began taking
Long Island by storm; Giant Tiger in Camden, Dawson's
Trading Post in Chicago, the Public Market in Portland,
Oregon—biggest of them all—and a host of other super-
markets all over the country mushroomed into existence.
The supermarkets were here to stay; the chains were beaten
at their own game.
It did not take the chains long to find that out.
Slowly, they began to blossom out into extra-large quarters.
They established combination meat and grocery stores that
they called food marts or master markets. Merchandise
displays in the center of the store, with big, easy-to-
read price placards, became a dominant feature. Some chain
units began to make special parking arrangements for their
*.
.
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patrons. As bigger markets were opened, smaller, un-
profitable outlets in the immediate neighborhood were
closed, and as overhead declined with increased volume,
actual price differentials between a chain’s big market
and a chain’s regulation outlets became observable.
Now there is no longer any question about it--
the chains have gone supermarket. In Cincinnati,
Kroger’s has its Buy’n Takit supermarkets; in Portland,
Oregon, Safeway has its Sunny Jim markets; Economy and
First National Stores of Boston; and the Great Atlantic
and Pacific Tea Company have theirs. In Brooklyn and
elsewhere on Long Island where H. C. Bohack Company
operates 600 stores, they have opened supermarkets.^
Reason for Growth of Supermarkets
There are two reasons for the growth of super-
markets in the chain grocery organizations. First, they
had to establish supermarkets to meet the competition of
the big-big supermarkets—Big Bear, Giant Tiger, etcetera.
Secondly the huge taxes that different state legislatures
were imposing on each of their stores. Of course, since
the birth of the chain store organization, they have had
(1) Business Week Magazine , May 1, 1937, page 47.
..
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to contend with the problem of taxation. However, it has
only been in the last five years that this taxation has
become a threatening menace.
One of the important blows against the chain
store came in December, 1936, with the passage of the
Robinson-Patman law. However, since its passage, the law
has not proved as damaging to the chain store as was first
believed by its backers.
At the time the bill was being debated Mr.
Patman stated the reason for his introducing the bill.
The chain store system has played havoc with the indepen-
dent dealer. These vast organizations enjoy advantages
through large-scale merchandising which would-be competi-
tors cannot share. Not only can they obtain goods at
lower cost, commanding discounts not available to the
smaller purchaser, but they also purchase directly from
the manufacturer, either eliminating brokerage charges or
stipulating that the goods be brokered through a subsidi-
ary. They can undermine competitors by varying prices
between different cities or within the same city; low prices
in one locality being offset by higher prices elsewhere.
They profit from advertising allowances not available to
the smaller dealer.
(1) Current History Magazine t December, 1936, page 27.
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The law concerns itself, first, with the sal9
of products of like quality at different prices. This
price differential is declared unlawful where it tends
to create monopoly in interstate commerce or to injure,
destroy, or substantially to prevent competition. It is,
however, when (1) it is a quantity discount not exceed-
ing the difference in cost of manufacture, sale or de-
livery; (2) it relates to a different method of operation
or dealing and does not exceed the resulting difference
in cost of manufacture, sale or delivery; (3) it repre-
sents a price change in response to changing market con-
ditions; (4) it involves services or allowances which are
available in equal proportions to all purchases ^
^
In short, the act looks to the establishment
of a price structure of the type of a single list price
with reasonable and uniform discounts , adequately related
to costs. The law, however, does not affect the manner
in which various industries compete to capture the market
low prices and intensified advertising may, and undoubted
ly will be, resorted to.
In the field of brokerage and commissions, the
advantages enjoyed by large firms over their smaller com-
petitors are to be restricted. The payment or receipt of
(1) Current History Magazine , December 1936, page 28.
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commissions and brokerage is to be limited to compensa-
tion for services actually rendered, and the seller is
forbidden to pay brokerage to the agent of the buyer, or
vice versa. Thus the payment of fees through dummy
agencies which perform no services is eliminated. ^
)
The act may stimulate the development of trade
standards and strengthen the trend towards a one-price
policy. The existing spread between prices of different
quantities, and the offer of free deals when certain quan-
tities are purchased, cannot be restricted to special
customers. Individual sellers will be stimulated to re-
cord market data more systematically, and manufacturers
will give their prices greater publicity, if only as a
defense against charges of misrepresenting prices. It Is
expected that advertising bonuses will be limited or
lo\
withdrawn . ' '
It is clear, however, that there will be many
difficulties in the administration of the lav/. Price
discrimination may be camouflaged by including essentially
similar products in different grades and qualities. Again,
distributors may acquire manufacturing plants or contract
(1) Current History Magazine t December 1936, page 28
(2) Ibid, page 28.
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e X«xq -*j£ ao . t ta Ai on tufa i?e b a -itift&i.'.jB
; .
.
.
.
ViBiH
-74-
for the whole output of a plant, limiting the product to
a single channel. Finally, manufacturers will probably
concentrate upon particular classes of customers, con-
fining their sales exclusively to wholesalers or mass
distributors.
From the legal point of view, the law has been
criticized as a "maze of inconsistencies” and "shot
through with unconstitutionalities" . It is unanimously
agreed to be confusing, and belived by many to be imprac-
tical.
The methods and rates of taxation imposed on
chain stores vary from state to state. For example, in
May 1937, the Louisiana legislation passed a law which
introduced a new twist to chain taxation. The rate of the
tax—from $10 to $550 per store—applied to the Louisiana
outlets of a chain is determined by the total number of
units operated by the corporation throughout the country
as a whole. Thus, the H. 0. Hill Co., which has 92 stores,
all within Louisiana, will pay an annual tax of $30 a
store or a total of $2,760. A chain with more than five
hundred units throughout the nation (such as the Great
Atlantic and Pacific Tea Company) with its 15,084 outlets,
106 of them in Louisiana, will pay a per store tax of $550,
*-
.
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or a total of $50,600 on the same number of stores which
Hill operates.
On first thought, it seems as though such a
tax would just about kill the national chain distribution.
However, consider the biggest chain in the food field where
such a general tax would hit most heavily. In 1936, the
Great Atlantic and Pacific Tea Company earned approxim-
ately $1,100 per store or an average volume per unit of
almost $58,000. Thus, while a tax of $500 would appear
to eat up half the earnings on the present basis of opera-
tion, it would represent less than of the average store
sales, and its effect could be largely offset by a price
advance, spread over a variety of lines and averaging out
to that 1% figure.
Nor would this price advance nullify the chain
advantage occurring from efficient operation. The Federal
Trade Commission chain store investigation revealed that
average selling prices quoted by independents in four big
city markets where competition is keenest, ranged from
to 1% above those of the chains. But the advantage of
large national chains over small sectional chains in these
(1) Business Week Magazine , May 22, 1937, page 15
(2) Ibid, page 15.
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cities were less than 1%, That explains why the big
distributors are so excited about the discriminatory
Louisiana-type tax. But this type of tax is most
threatening in the rural states where it is fair to as-
sume that the national chains hold a clearer price ad-
vantage •
As I said before, the rate of taxation varies
in each state. Below is a list of eighteen states and
their tax rate on chain grocery stores.
^
17. Georgia
18. South Dakota
12. Mississippi
15. Montana
14. North Carolina
15. South Carolina
16. Tennessee
7 . Kentucky
8. Louisiana
9. Maryland
10. Michigan
11. Minnesota
5. Indiana
6 • Iowa
4. Idaho
1. Alabama
2. Colorado
3. Florida
$112.50
300.00
400.00 plus of
gross receipts
500.00
150.00
155.00
300.00
550.00
150.00
250.00
155.00 plus a gross
receipts tax gradu-
ated to 1% which
is now in litigation
300.00
30.00
225.00
150.00
.15 on each $100
of capital invested
200.00
250.00
(1) Business Week Magazine , May 22, 1937, page 16
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You can see why the chain grocery store organ-
izations have gone into the supermarket field. In Feb-
ruary 1938, the Great Atlantic and Pacific Tea Company
opened a half-dozen supermarkets in New Orleans, having
closed a number of small units to cut the cost of Louisi-
ana’s $550 per store tax. This is the trend throughout
the United States. The chain food organizations are clos-
ing their small unit stores and are introducing super-
markets to take their place. As a rule, one supermarket
takes the place of five small stores. High taxation on
each unit store is responsible for the closing of the
unit stores.
In Pennsylvania where a $500 tax law was passed
in 1937, supermarkets sprang up in every trading area.
Some were independents, but most of them were A & P, the
American Stores, or other chains.
Stimulated not only by chain store taxes, but
by laws to prohibit below-cost selling, and by the super-
ior profit-making efficiency of the big outlets, the mush-
room growth of the supermarkets in every section of the
country was sure to attract legislative reprisal.
Various cities and towns have attempted to res-
trict their expansion by zoning ordinances and laws regu-
lating the leasing of departments, etcetera. In April
..
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1938, Camden, New Jersey, demanded a $10,000 annual
license fee from every store wherein groceries "are ex-
posed for sale on shelves, stands, platforms, counters,
or in bins or aisleways, in such a manner that the pur-
chasers are permitted to make personal selection; are
provided with baskets, cars or containers in which the
merchandise may be placed and carried to a counter; where
agents calculate the total cost and wrap the merchandise
and receive payment . " Penalty for violation is a $200
fine or 90 days in jail, and each day of operation with-
out a license constitutes a separate violation. A second
ordinance exacts a $200 fee for every leased department
exceeding four.
Fortunately for the chain grocery store, the
New Jersey State Supreme Court nullified the Camden law.
The license fee, which would be almost as great as hiring
service employees, would have literally destroyed super-
market profits.
Hence, national distributors read into the New
Jersey ruling more than local significance. Theyparticu-
larly liked the part of the court's decision that held that
a "municipality may not require its residents to forego
the exercise of any economy in order that a group of mer-
chants, unwilling to take advantage of economy and management.
1
1
'
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may prosper.” Publicity accorded such judicial sentiment
will help them in their fight against Representative
Patman’s federal ’’death sentence” tax; the increased
chain store taxes which threaten in a number of states;
and all other restrictive legislation which organized
independent retailers and wholesalers continue to aim
at them. ^
)
Chains as Monopolies
The rapid growth of the chain stores has caused
a fear that they will drive out the independents and by
consolidations, monopolies of certain retail trades will
be established. In many of the larger cities, the chain
grocery stores do from fifty to seventy-five per cent of
the grocery business, and in a few towns they are reported
to have driven out practically all the independents.
Monopoly means control of the supply of a com-
modity in a given market. It is vicious because, when
monopoly is attained, it is possible to milk the public
through exorbitant prices. High prices and unreasonable
profits are the evils of monopoly, and it is the consuming
public which suffers from them. As has been shown, the
(1) Business Week Magazine , February 11, 1939, page 43
',
.
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development of the food chins has resulted not In high-
er prices to the consumer, hut in lower prices. More-
over, the average profit of the food chains is only about
one per cent of gross sales— just a fraction of the prof-
it sought by the old-time grocer. The charge of mono-
poly against the food chains, therefore, fails before it
begins
.
It is estimated, by the National Association
of Food Chains, that, in 1935, the chain store organiza-
tion sold not more than 30$ of the total food sold at re-
tail In this country. Also, this amount of business is
not controlled by one organization. There are 775 chain
food store systems in the country. They are in the most
active possible competition with one another and with
independents. The largest chain organization does not
transact more than ten per cent of the retail food busi-
ness. It is clear, therefore, that no one organization
now dominates or ever can dominate the retail food field.
^
A study made of 64 cities, ranging from the
largest cities of the country down to those of about
25,000 persons, showed that the chain stores did from
7.4 per cent to 64. S per cent of the retail grocery and
(1) "The Chain Food Store", National Association of Food
Chains, Washington, D. C., page 22
v‘
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combination store business of these cities. In 45 of
the 64 cities the food chains did less than 50 per cent
of the business. This means that in addition to the com-
petition among the chains themselves in these cities,
independent competition secured from 35 per cent to 93
per cent of the food business.
^
Prices
Prices correlate directly with the subject of
monopoly, for the charge is that chains are trying to con-
trol prices. This charge is absurd, for the same reasons
that the demands of monopoly are. Even with the large
number of stores, the chain grocery store must compete with
several other independents, voluntary chains, and other
chain grocery organizations, which also want trade. As
long as this freedom of competition exists, there can be
no question of the chain’s controlling prices. The cus-
tomer can deal with whomever she pleases, and it is not
necessary for her to purchase from the chain grocery store
unless desired.
The chief basis of contention is that the chain
grocery store fools the people with extremely low prices on
(1) "The Chain Food Store", National Association of Food
Chains, Washington, D. C., page 23.
..
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a few nationally advertised products, and then charges
them excessive prices on other staple goods. This does
not justify the loss leader practice, for although the
chain store does sell some commodities below cost, this
practice is also used by independents as well as by
chains, and has been used for decades.
Customers do not always enter a chain grocery
store because of its low prices. Housewives trade in
chain grocery stores because of the high quality of the
merchandise, the cleanliness and attractiveness of dis-
play, fresher merchandise than can be obtained at other
stores, and because of other scientific merchandising
principles
.
At least seventeen comparative price studies
by impartial agencies have disclosed lower prices in chain
food stores than in independent stores. These price dif-
ferences have ranged from 3 to 14 per cent. The majority
of the studies found that the chain store prices were 8
to 10 per cent below those of the independent food stores.
^
The salvation for all independents is not simply
to harangue over the powers of the chain grocery store,
but through organization, and integration, to endeavor to
(1) "The Chain Food Store", National Association of Food
Chains, Washington, D. C., page 20
..
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copy the chain’s technique of doing business. This can
be done through cooperation in mass buying and mass
distributing.
Complaints Against Chain Grocery Stores
Since the retail chain grocery store has grown
by leaps and bounds in the last ten years, it probably
is only natural that criticisms of its growth should arise.
Many of the criticisms are justified in some ways but most
of them are false and have no basis.
The complaints against chain grocery stores
are
:
1. That they drive out independent merchants.
2. That they withdraw money from the community.
3. That they disorganize distribution.
4. That their employees fail to participate in
community activities.
. 5. Payment of taxes.
6. That they discriminate against employees.
Drive Out Independent Merchants
Many people have the idea that chain stores are
driving out independent stores. Dr. Paul C. Olsen of
Columbia University conducted an investigation in Louis-
ville, Kentucky, where the chain store had increased 300
,.
.
.
.
,
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per cent during 1928, 1929 and 1930* He found that gro-
cers have been entering, remaining, and leaving business
in the last decade in approximately the same ratio as
they did forty years ago when chain grocery stores were
little known.
He selected the decades 1920 to 1929 and 1891
to 1899. Below are the results of his survey.
Number of Chain Grocery Stores in Operation in Louisville
each year from 1920 to 1S29
1920 57
1921 62
1922 72
1923 116
1924 146
1925 141
1926 170
1927 203
1928 225
1929 227
Number of Chain Grocery Stores in Operation in Louisville
each year from 1890 to 1899
1890 4
1891 6
1892 6
1893 4
1894 16
1895 8
1896 4
1897 16
1898 15
1899 14
'.
'
• r
.
.
'
-85-
Percentage of Individual Grocery Stores Going Out Of
Business Each Year from 1920 to 1929
1921 22%
1922 21%
1925 21%
1924 25%
1925 24%
1926 21%
1927 24%
1928 24%
1929 26%
r average 24%
Percentage of Individual Grocery Stores Going Out Of
Business Each Year from 1891 to 1899
1891 22#
1892 22%
1893 22%
1894 21%
1895 27%
1896 22%
1897 23#
1898 21%
1899 24#
9 year average 23#
These figures show that the chain store is not
driving out independent stores* The percentage of failure
for the independent stores for the two periods studied
were the same. Thus, when chain grocery stores had little
influence, 23% failed. In 1929, when the chain store was
in its growth, 24% of independent stores beginning business
failed
-_
.
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Although many people realize that the chains
compete strenuously with one another, they have an idea
that chain stores are gradually eliminating the indepen-
dents and will soon entirely supercede them. The facts
are otherwise. The chains are doing about the same pro-
portion of the retail food business today that they did
in 1S29. Statistics show that while, from 1S2S to 1935,
the number of independent grocery and combination stores
increased from 234,082 to 304,398, the number of chain
stores decreased from 52,618 to 48,239. In other words,
while the number of independents increased 30 per cent,
the number of chain stores decreased 8.3 per cent. It is
estimated, by the National Association of Food Chains,
that the number of chain food stores has been further re-
duced to about 40,000 on January 1, 1940.
Independent grocery and combination stores in
1929 did 56.1 per cent of the business of such stores,
and in 1935, had Increased their proportion of total sales
to 60.5 per cent.^ These figures demonstrate the fallacy
of the notion that the chain stores are putting the inde-
pendents out of business and will soon eliminate them
entirely.
(1) ”The Chain Food Store”, National Association of rood
Chains, Washington, D. C., page 22.
*.
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Possibly the reason some persons think the in-
dependent grocer is disappearing is the fact that the
voluntary chains and cooperative groups of independents
have uniform store fronts and advertise cooperatively.
Many persons confuse these individually-owned stores with
the proprietary chains.
In making a study of the mortality rate of
independent stores, and the cause and effect chain stores
have on this rate, it is not sufficient merely to con-
sider the percentage of stores going out of business.
One should measure the failures by the amount of liabili-
ties involved. In other words, the size of stores dis-
continuing business is a factor. Unfortunately, the only
source of information is Dunn and Eradstreet, which is not
available to the general public.
Withdrawal of Aloney from Communities
There is frequent claim that the chain store for-
wards all the money that it receives to its headquarters,
and that the community does not receive any benefit from
it. This charge is most absurd. Almost every cent that the
chain store receives is used for the same purposes as in
the case of the independent grocery store. They both have
the same obligations to meet: the payment of cost of
..
.
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merchandise to the manufacturer or producer, and the
balance must be used to pay expenses, including heat,
power, light, taxes, rent, salaries, advertising, charity,
laundry, and many other objects which cause the communi-
ty to receive back the money that it spends in the chain
grocery store.
The Harvard Bureau of Business Research showed
that only 1.2 per cent of the sales dollar in chain gro-
cery stores actually was retained by chain organizations,
and that this money was often paid back in dividends to
the people in the community who owned the company’s stock.
The survey also showed that 80.6 per cent of the sales
dollar was paid back to the manufacturer or producer in
the community and 17.45 per cent was paid for expenses from
many of which the community received the direct benefit,
such as taxes, rent, etcetera. This compares far more
than favorably with the independent merchant who finds
that many of his costs could be eliminated if he adopted
the chain’s method of merchandising.
The chain grocery store agitators do not con-
sider the fact that the ’’nation is a community”. The opin-
ion is expressed that the chain grocery store takes money
out of the community, but every other merchant does likewise.
Mini.
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It is erroneous to assume that the dollar spent in any
chain grocery unit must be returned directly to the com-
munity in which the purchasers reside. This is not pos-
sible from the standpoint of the ’’division of labor”
and the adaptability of particular products to certain
localities. The farmer, who cannot purchase a desired
commodity in the district where he resides, will go to
the city for it or order it through a mail-order house.
The retail chain grocery store must follow the
same principle. It cannot purchase all its products ad-
vantageously in the community where the unit is located.
It would do this if it were possible, for there would be
a decided advantage in the saving of transportation costs.
On the other hand, the money forwarded to these communi-
ties will be returned for purchases which they cannot grow.
Disorganizes Distribution
Another charge is that the chain grocery store
has changed and disorganized distribution. This is quite
probable, but it is not new. A nation is constantly pro-
gressing; it eliminates any wasteful methods that would not
aid it to advance. Various unit stores have segregated
themselves from general stores, for it was found that they
could more effectively serve the public. The mail-order
..
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house developed because it could fill the needs of people
located in the outlying districts. The department store
combined several small stores, because it found that it
more adequately served the people’s needs. All these
have been changed in regard to distribution. Each has
been a progressive attempt to serve the community better.
The chain grocery store is endeavoring to accomplish the
same results. It is eliminating the old-time jobber and
wholesaler simply because it can more effectively bring
the merchandise to the customers’ doors. These changes
have continued for some time and will in the future. This
is typical progress.
It is an attempt to cut costs of distribution
and would be used by other institutions if they would adopt
the chains’ policies in merchandising. The cooperative
grocery chain (voluntary chain) is a step in this direction.
This integration has eliminated the middleman; consequently,
reducing distribution. The independents, through coopera-
tion, are, therefore, adopting the same methods as the
chain grocery store, by purchasing direct from the manu-
facturer or producer. They are, therefore, following the
same policy for which they criticize the chain grocery
store
..
.
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Employees Fail to Participate in Community Activities
Employees are frequently criticized for not as-
suming civic responsibilities, but comparative analysis
would show that they participate as much as other indivi-
duals. The Safeway Stores showed that there were 15,340
voters identified with the organization. The survey also
showed that that company’s employees hold membership in
677 civic or luncheon clubs in the territory where the
organization operates. In 862 towns, 2768 employees be-
long to various fraternal orders, and 91 per cent of them
are either personally, or through their families, identi-
fied with some religious sect. This is the only survey
that has been made but others would show that its members
participate equally in the social and religious activities
of the community.
In 1937, forty-two food chain companies contri-
buted $374,193 to local charities and welfare agencies.
^
These companies also spent $204,055 for memberships in
local civic organizations in that year. In 1937, 53,000
employees gave $811,089 to local charities and also parti-
( 2 )
cipated in many other civic activities.
(1) ’’The Chain Food Store”, National Association of Food
Chains, Washington, D.Q., page 25.
(2) Ibid, page 26.
*.
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Payment of Taxes
The accusation is that chains fail to pay their
share of the tax burden. They escape payment of taxes
on business property and pay less than their share on
merchandise carried in the stores. The chain grocery or-
ganization cannot escape the payment of taxes, for they
are subject to the same taxation as are other merchants.
If the chain store rents a building, it must pay its share
of the tax burden in the cost of the rental. If the chain
owns or builds its own store, it must pay its full share
of taxes as other owners do.
The argument that the chain store does not pay
its full share of taxes on merchandise is not a sound one,
when regarded from the standpoint of efficiency of opera-
tion. The chain grocery store which turns its stock over
rapidly, and keeps its inventories at the lowest possible
amounts, is naturally at a better advantage than the in-
efficient independent who stocks heavily on slow moving
items that prevent a rapid rate of turnover. The chain's
lower tax is due to the small amount of stock carried, and
not to any false tax returns as the chain store agitators
would contend. There is nothing unfair in the present
methods of taxation, and nothing that will prevent the
..
.
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independents from adopting the same policies as the chain
grocery store. It must be realized that not only does
the chain store organization pay taxes, but also the em-
ployees who work for the stores. In a survey conducted by
the Safeway organization, it was shown that 64 per cent
of the employees reported personally paid taxes to the
total amount of $409,858.
From studies of representative food chains by
the National Association of Food Chains, it is estimated
that in 1937 the chain food store companies of the country
paid $9,788,000 in federal taxes, and $37,104,000 in state
and local taxes, a total of $46,892,000.^
Below is a table showing comparison of taxes
paid by independents and chain stores
Comparative Chain
Western States. '
per
and Independent Store Taxation in Nine
rotal Real and Personal Property Taxes
1,000 feet of floor space
Independent Chain
% Higher
for Chains
California $126.00 $128.00 1.6
Colorado 247.85 265.03 7.0
Kansas 175.59 195.36 11.2
Oklahoma 134.28 141.54 5.3
Texas 104.95 131.06 24.8
Utah 187.54 285.54 52.2
Washington 96.71 124.07 28.2
(1) hThe Chain Food Store", National Association of Food
Chains, Washington, D. C., page 35.
(2) Ibid, page 35.
'*
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Discrimination Against Employees
Big business has always had to face the accu-
sation that it is cold, unsympathetic and inhuman. Chain
stores have had to face the same charges. It is true
that large organizations do not have the same personal
relation as do the smaller units, but this does not mean
that it lacks a personal interest in its employees, and
very carefully observes their progress. Every chain gro-
cery store has definite plans for the advancement of its
employees, even specifying the time limit for advancement.
One of the best proofs is the policy of promo-
tion in the Great Atlantic and Pacific Tea Company, which
shows that six of its district presidents began in the
organization as clerks. In the Kroger Grocery and Bakery
Company, out of five hundred and thirty-seven executives,
five hundred and thirty-one began as clerks and were pro-
moted to their present positions.
One of the popular charges is that there is a
low standard of living among the chain grocery organiza-
tion’s employees. This, however, is not true. In 1938,
the National Association of Food Chains made an inquiry
among 53,000 employees. They found the following to be
facts
. ,
1 «
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1. Three out of five were married. They
had 29,167 children. 126,539 persons were
wholly or partially dependent on the 53,000
workers
•
2. 22^ owned their own homes; more than
half of them owned automobiles, and seven
out of ten owned radios.
3. Besides the group insurance provided by
their companies, eight out of ten carried
other life insurance to protect their depen-
dents .
4. 16^ of these workers were over forty
years of age and 34^ had worked for the same
company for more than ten years.
5. The 53,000 employees paid £2,093,314
direct taxes, an average of about $39 each.
These figures show that the chain store em-
ployees’ standard of living is not low. In fact, the
food chains’ record will compare favorably with the re-
cord in any industry.
Conclusion
We have seen in this chapter how the retail
grocery store has gone into the supermarket field to meet
competition and to reduce the cost of taxation. This is
a field which still has room for expansion and, in the
future, the chain grocery store organization will blossom
out with more supermarkets.
r <*f man
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CHAPTER V
INDEPENDENT STORE VS. CHAIN GROCERY STORE
Up to four or five years ago the independent
grocer had done little to meet the strong competition
of the chain grocery store. He sat back and watched the
chain grow and expand. He, along with the other chain
store agitators, accused the chain grocery organizations
of unfair practices. Instead of studying the policies
and methods of the chain organization, he stood pat and
expected to compete with this new idea in retail mer-
chandising of groceries.
However, in the last five years, the indepen-
dents have awakened and have taken steps to compete with
the chain grocery store. Independent stores have joined
together to form voluntary chains, collective and coopera-
tive groups. They have adopted the chain system’s methods
and policies of merchandising. As a result, they are
better able to compete with the chain stores.
In this chapter, we will consider the voluntary
chain, collective and cooperative groups, and see why the
adoption of such groups has helped the independents to
meet the chains’ competition.
'•
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First, we will compare the efficiency in opera-
tion of independent and chain stores from two angles:
1. Merchandising methods
2. Sales volume and costs of operation
Merchandising Methods
In recent years, the independent store owner
has literally been forced to adopt scientific merchandis-
ing principles if he is to remain in business. The chain
grocery store has given him a stiff fight, but those who
have adopted the chain’s methods of operation have suc-
ceeded in remaining in the field.
Many retailers have attempted to improve their
methods by rearranging their stores, cleaning their win-
dows, installing better lights, purchasing more carefully,
improving their method of selling, giving more attention
to advertising, extending every possible service to the
customer to enhance good will, and employing the telephone
to solicit additional patronage. Others have changed the
merchandising policies of their stores by limiting their
sales to a strictly cash basis. It cannot be definitely
stated which adoption has proved to be most successful.
It depends on local conditions, type of customer, and
personality of owner.
..
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Sales Volume and Cost of Operation
At the end of 1939, the competitive situation
between chains and independents was exactly where it
stood in 1933; independents doing 63 per cent of the gro-
cery and combination store volume (including general
stores), and chains 37 per cent. Independent stores as
a group— including the good, bad, and indifferent—lost
1.6 per cent in volume, or approximately $86,000,000 in
sales as compared with 1938. Chain stores as a group
increased their sales 9 per cent or approximately
$243,000,000. (!)
As always happens in a business as widely
ramified as the food trade, the gains or losses in
volume in 1939 were not evenly distributed. Among inde-
pendent stores, the business tended to settle into the
hands of stronger and larger stores. Local conditions,
local prosperity, the severity of chain supermarket com-
petition, all had their effect on individual operations.
On the whole, the two hundred thousand small, unprogres-
sive stores had a hard time of it. These small stores,
on the average, lost 6% of their volume against a loss for
all independents of 1.6$. The stronger and larger
(1) "Facts in Food and Grocery Distribution", Progres-
sive Grocer
,
New York, January 1940, page 3.
.-
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independents
,
on the average, not only held their dollar
volume but enjoyed a slight gain.
Below is a table of the estimated retail food
and grocery sales for the years 192S, 1955, 1957, 1958
and 1959.
1929
1955
1957
1958
1959
Prom this table, we
Independents
$6,576,000,000
4.826.000.
000
5.458.000.
000
5.076.000.
000
4.990.000.
000
see that the sales
Chains
$2,929,000,000
2.526.000.
000
2.698.000.
000
2.657.000.
000
2.900.000.
000
of the independents
have steadily fallen off since 1929, while the sales of
the chains have remained about the same with a very small
decrease
•
In 1940, there were 40,000 chain stores doing a
business of $2,900,000,000 and there were 586,000 inde-
pendent stores having sales of $4,900,000.^^
It is impossible to measure the effect of dif-
ferent factors on the growth of chain stores. However,
lower selling prices are an important, if not the chief
factor, and lower buying prices are an important factor
in these lower selling prices. The Federal Trade Com-
mission Investigation of Chain Stores in 1955 compared
(1) "Facts in Food and Grocery Distribution", The Pro -
gressive Grocer
,
New York, January 1940, page 4.
(2 ) Ibid, page 2
..
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their average buying and selling prices in four cities
and the results are shown in the following table:
AGGREGATE GROCERY PRICE
Buying Price Selling Price
City Inde-
pendent Chain
Dif-
ference
Inde-
pendent Chain
Dif-
ference
Detroit
(183 Items) $25 . 35 $24.53 $ .82 $35.66 $33.26 $2.40
Memphis
(193 Items) 27.34 26.86 .98 38.11 35.96 2.15
Washington
(274 Items) 42.80 41.51 1.29 58.03 54.08 3.95
Cincinnati
(120 Items)
2 small
chains 17.41 17.33 .08 23.35 22.08 1.27
2 large
chains 17.41 17.15 .26 23.35 21.95 1.40
The cost of operation to the grocery chains
has increased during the last five years, but their sales
have also increased to take care of this extra expendi-
ture. During the past five years, the grocery chains have
spent one hundred million dollars for modernization. ^
)
1936
$13,300,000
1937
11,064,725
1938
17,154,594
1939
28,320,553
1940
29,332,000
5 year total $99,171,872
(1) "26” Objectives for Manufacturers in the Chain Grocery
Field, page 4
-.
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Thls Increased their rate of expenditure in 1940 to
3.5% over 1939; for 1939, an increase of 64$ over the
previous year. Regardless of this increase in expendi-
tures, sales increased 9$ in 1939, which paid the chain
grocery organizations to modernize their stores.
Since the independent stores have adopted the
voluntary chain and cooperative groups, they have been
holding their own with the grocery chain organizations.
Organizations Formed to Combat the Chains
The Voluntary Chain
The voluntary chain movement had its first
definite beginning in 1877 (several years following the
establishment of the first grocery chain in the United
States). (1) Its origin is one of evolution from organiza
tions which were formed to participate in group adver-
tising. The purpose was to save a portion of the charges
formerly paid to the wholesaler. These retailers real-
ized that quantity buying was not the only function of
the retailer and, therefore, several other duties were
added, including delivery service and various improved
merchandising plans.
(1) Reference Shelf , Volume 7, Number 7, page 101.
'.
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The movement had a slow development up to 1925;
thereafterwards, there was a more rapid growth. This
was due chiefly to the increase of the chain grocery or-
ganizations buying their products direct, and also the
rapid expansion of chain grocery stores in the field.
Consequently, many wholesalers found that they were fac-
ing a decreasing sales volume, and realized that they
must enter the retail field themselves. They did this
either by establishing their own stores or by inducing
a number of retailers to join them. The wholesaler sup-
plied these stores with merchandise and a}.so rendered any
merchandising assistance that would duplicate the chain’s
methods of operation. Therefore, since 1926, the whole-
saler-retailer grocery cooperative has had a more rapid
growth than the retailer cooperative.
The essential difference between the chain gro-
cery store and the independent grocery store is one of
management, but it is possible for the independent mer-
chant to accomplish these same results through integration.
The Independent Grocers’ Alliance, one of the largest
voluntary chains and sponsored by a Chicago advertising
agency, endeavors to bring the independent grocery merchant
into the chain. The company works with a wholesaler in
.m
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each territory, who selects the best grocer for the plan.
The grocer agrees to buy a portion of his products from
the wholesaler and, in return, the Independent Grocers'
Alliance remodels the store of the merchant.
In 1935, the Independent GrocerS’ Alliance
claimed 6,500 members, 63 main wholesale houses and 43
branches. They claimed they did a gross business of
|435,000,000 in 1935. (1 ^
The year 1935 was the real beginning of the
voluntary chain boom. Voluntary chain groups, small and
large, began to spring up throughout the United States.
For example, in Pennsylvania, the Green Hill Food Stores
were organized. In Atlanta, Georgia, the National Brands
Food Stores had birth. These are only a few of the volun-
tary chains formed at this period.
The young stampede toward "voluntaries" was
caused by the way corporate chains began modernizing,
enlarging their stores, adding new lines, changing old-
style grocery stores into up-to-date, roomy, well lighted
combination grocery, meat and vegetable markets.
This boom has continued and, in 1939, there were
108,750 voluntary and cooperative stores doing a business
of $2,350,000,000 .
^
(1) Business Week Magazine t October 17, 1936, pages 32-34
(2) "Facts in Food and Grocery Distribution", The Progres
sive Grocer
,
New York, page 1.
V
.
'
.
.
.
.
.
.
.
-104-
Types of Organizat ions
Voluntary chains are classified in three dis-
tinct groups—cooperative retail groups, retailer-owned
wholesalers, and wholesaler-sponsored groups.
^
Cooperative retail groups represent a number
of independent merchants who have joined together in-
formally for the purpose of cooperative buying or adver-
tising, but who do not carry on the wholesale functions
or operate a warehouse. These groups advertise jointly
and also pool buying in some manner. As an example of
this type, is the United Grocers, Inc., of Danbury,
Connecticut, a local voluntary group, which operates 29
retail stores, concentrating its purchases largely through
one warehouse. From this concern it purchases butter,
cheese, eggs, fruits and vegetables, dairy products, bakery
products, candy, fixtures and equipment. This group ad-
vertises weekly in four newspapers, and follows this ad-
vertising with window posters. The manufacturers pay
fifty cents a week for a share in the advertising. Each
of stock
retailer belonging to this group must own one share/($25)
and pay a service charge of $2.00 weekly. There are stan-
dard store signs and paintings . ^ ^
^
(1) The Voluntary Chains, American Institute of Food
Distribution, HAn Evolution in Distribution”, New York,
1930, page 10
(2) Ibid, page 15.
..
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The retailer-owned wholesaler is a voluntary
chain organized as an incorporated wholesale grocery com-
pany, but the stock of this concern is entirely owned by
independent retail grocers. Stock ownership, a status
for membership in the organization, establishes a definite
interest among the retailers and gives a financial reason
for combining purchases. This type generally operates as
an association formed only to buy and warehouse staple
products at low cost, or as a well organized group which
is established for the purpose of joint merchandising,
special advertising, and general store service. One of
the oldest of this type is the Frankfora Grocery Company
of Philadelphia, organized in 1899, to conduct joint buy-
ing and interchange credit information. Today, the chain
has 1,600 members.
The wholesaler-sponsored groups are those or-
ganized on the initiative of the wholesale grocer and re-
present the most,recent trend in the voluntary chain move-
ment. Plans are ordinarily provided and contracts sub-
mitted by the wholesale grocery house organizing the con-
cern. The retailer is required to sign the contract, or
manifest by some manner his intention to enter the group.
The wholesale grocery house is, therefore, the direct head
i imu
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of this type of voluntary chain. Many wholesalers have
secured special merchandising contracts with manufacturers
and special deals to supply these stores. Their method
of operation is, therefore, similar to that of the chain.
The Royal Blue Stores, Inc., Chicago, are a good illustra-
tion of this type of voluntary chain. This concern has
approximately 400 stores, a strongly controlled group
sealing to members only. The control rests with the or-
ganizer, but retailers feel that it is their organization.
The independent merchants agree to purchase their mer-
chandise through the Royal Blue department, and govern
themselves according to the company’s policies of manage-
ment, store operation and customer contact.
There is one further type of voluntary chain
which cannot be classified under any of those mentioned.
It represents the franchise method of operation. These
franchises are granted to independent merchants and en-
title them to the use of the equipment, the name, and the
merchandising service plan for a specified district. All
store equipment, shelving, and occasionally a patented
form, is sold to the franchise holder, and. In return, the
merchant must pay a specified percentage of gross sales
—
usually one-half or one per cent--and often a flat fee
..
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for the use of the franchise. The wMm System Stores
and Piggly Wiggly Stores are two examples of this type.
There are certain benefits derived from the
voluntary chain that enables the independent store to
compete with the chain store. The benefits derived are;
1. Advertising
2. Special deals with manufacturers
3. Private labels
4. Progress along many lines
Benefits Derived—Advertising
After regular grocery chains had made their
first appeal for an increased patronage through the use
of window displays, featuring merchandise at lower prices,
the practice was adopted by the cooperative grocery chains.
The survey of the Federal Trade Commission showed that a
larger proportion of the wholesaler-retailer integrations
than the retailer cooperatives regularly use newspaper ad-
report
vertising. The/also showed that the forms of advertising
reported by the cooperative chain in their relative im-
portance were; handbills, window posters, bulletins, and
radio. The average annual expenditure for advertising by
the retailer cooperative showed $5,453 for 47 reporting
companies, while 40 wholesaler-retailer cooperative chains
showed an annual appropriation of $8,984. An advertisement
for a voluntary chain organization is relatively small when
11
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prorated over the entire number of stores. (D Any joint
advertising of this type requires cooperation and har-
mony among the entire number of units, for the strength
of the organization depends on this close relationship.
Leaders are an important means of the volun-
tary chain movement surpassing the chain grocery organiz-
ation. These leaders are generally advertised through
the medium of newspapers, handbills; window posters,
radio and billboards even being used by some concerns.
The general practice was to use the first two methods
mentioned. Retailer members of these cooperative chains
do not always use all the leaders selected by these groups
practically all concerns use 75 per cent of the group
to)
leaders. v '
Generally, the voluntary chains require the
members to sell merchandise at the prices specified by
the central office. The average mark-up for leaders sold
at cost was 1.9 per cent for 55 retailer cooperatives;
5.8 per cent for 96 wholesaler-retailer cooperatives.
The greatest care must be used in the selection of the
leaders, for they must apply to all retailer members and
must be supplied at the lowest possible prices.
(1) Reference Shelf , Volume 7, Number 7, page 107.
(2) Federal Trade Commission Report , July 13, 1931,
page 5.
..
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BenefIts Derived— Special Deals with Manufacturers
In the past, regular chains requested that the
manufacturer cease expending money to stock his brands
in the store of the individual retailer. They suggested
that this saving be apportioned to advertising space in
the periodicals read by the retailers’ customers. Volun-
tary chains are following the same methods, and are en-
deavoring to obtain strict acceptance of a group program
so that the central organization may obtain the same
allowances, concessions and services as the regular chains.
Several have been given appropriations for newspaper ad-
vertising and windov; spaces, similar to the regular chain.
Voluntary chains today are attempting to secure
greater cooperation among their members so that the manu-
facturer will be veiling to grant them these special ad-
vertising concessions and window display appropriations.
They will, therefore, be able to compete favorably with
the chain grocery store.
Benefits Derived—Private Labels
Voluntary chains are following the same merchan-
dising procedure as that of the chain grocery store by
developing private brands, whenever possible, to promote
group loyalty and obtain the direct advantage from the sale
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of them. The better organized voluntaries feel that they
have been so successful in merchandising that they can
definitely establish private brands. One nationally
known jobber, sensing the trend for private brand mer-
chandise, is packing his product under a private label
at l\<f, less than obtained for the nationally advertised
brand.
7/hen discussing the private label, the question
of quality is always raised. This can be dismissed be-
cause the jobber, who is investing his money in advertis-
ing to bring customers to his member stores to ask for
his specific brand, realizes the importance of quality.
Benefits Derived—Progress Along Many Lines
Regular chains learned that housewives were
interested in purchasing their requirements with as little
physical effort as possible. They, therefore, adopted
the policy of stocking all food requirements under one
roof. This was a major reason for the change from a
strictly grocery store to a general market, offering meat,
fish, bakery products, fruits and vegetables, and often
delicatessen specials.
(1) The Voluntary Chain , American Institute of Food
Distribution, New York City, page 19.
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The voluntary chain adopted this same policy
of merchandising, and has added these same lines. This
allows the voluntary chain to compete on the same basis
with the regular grocery chain. If the voluntary chain
offers a wide assortment of low priced, and quality mer-
chandise, then the shopper will trade with Its stores
rather than with the chain, especially if they are more
conveniently located.
Means of Contact with the Members
The voluntary chain is composed of many units,
distributed over a wide area. Since these retailers own
their own stores, it is necessary to have some method of
control over their operations so that all members may
derive full benefits from the voluntary chain. Once this
control of retail outlets has been secured, the voluntary
chain is able to rival the regular grocery organization
in its ability to obtain certain results. It is, there-
fore, necessary to secure cooperation from all its members.
The cooperation or control Is secured through four dif-
ferent methods, which will be explained.
1. Supervision
2. Payment of discounts
3. Profit-sharing agreements
4. Large participation in management
*.
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Supervlslon
Supervisors are employed by many voluntary
groups as a link between headquarters and the indivi-
dual store. They represent the wholesalers, to help
members in better merchandising, to assist in placing
orders, to aid in mass delivery and economic operation.
These supervisors instruct retailers in maintaining the
store in conformity with the required standard. They
also show merchants how to take advantage of the best
advertising methods.
In the wholesaler-sponsored groups, the or-
ganizer often carries on this control at his own expense,
which means that the voluntary chain agreements are more
attractive to the retailer. The following statement is
taken from a contract, indicating this particular point.
’’The Company will employ, at its expense, a
chain store operator to help members in the rearrangement
of their stores in conformity with the general plan and
to supervise the operation of the stores in very much the
same way as is being done by the chain store systems.
The Company will furnish the contact man to call on mem-
bers and assist them in placing orders so that mass de-
livery and economic operation will result. They will also
.t . ;
.
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help the members in any reasonable way to sell the mer-
chandise to the consumers.
"Window displays are to be installed by full
time employees of the group, these employees being former
chain store employees with special training in window
display.
MThe wholesaler agrees to furnish one or more
representatives at its headquarters; to advise and assist
the retailer; to act in the capacity of supervisor; and
to maintain his store at all times in general conformity
with the standard required of other members.
"Even if he solves the buying problem (i.e. on
groceries and allied food lines), the independent retail-
er is not in a position to compete with the chain. Neither
independent grocers ror chain store managers have the oppor-
tunity to educate themselves on up-to-date methods of
advertising, store arrangements, etcetera. We will main-
tain a department for this purpose, with capable men who
can go out and show merchants how to take advantage of the
best methods."
payment of Discounts
Many voluntary chains distribute rebates and
discounts to retailers to preserve loyalty, to concentrate
., . . . . i
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purchases, and to follow the merchandising program
planned by headquarters.
Another plan is to have manufacturers or other
sources pay the full amount of the allowances to head-
quarters, distributing this to each member in proportion
to his purchases; and sending this to him by check or by
credit memorandum. The retailer perceives the advantage
of dealing with headquarters rather than with the manu-
facturer or supply house. This plan may prevent disloyal
or indiscreet retailers from informing competitive whole-
salers or manufacturers of the size of the discounts
granted.
Profit-Sharing Agreements
Profit sharing considers the interests of whole-
salers and retailers as mutual. This feature is embodied
in the contract. The retailer agrees to purchase all his
merchandise and stock used, exclusively from the whole-
saler, to support and promote the sale of the wholesaler’s
featured brands of goods; agreeing not to buy competitive
brands which conflict with the wholesaler’s brands, but
being free to purchase such goods which cannot be procured
from the wholesaler. The agreement includes the follcw-
of
ing/policies and merchandising methods.
..
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In return, the wholesaler promises to maintain
and operate its wholesale business upon the lowest over-
head consistent with good service. After paying all
operating expenses and allowing two per cent on gross
sales for invested capital, the wholesaler refunds all
the profit on member purchases. The wholesaler pledges
equal and uniform treatment to all retailers, requiring
their loyalty. The wholesaler has the privilege of can-
celling the contract and retaining any unpaid fund of
retailers who do not comply with their terms. The privi-
lege is exercised upon the findings of a committee con-
sisting of five impartial retailers under a similar
contract.
Large Participation in Management
Wholesaler s use retail committees to handle
problems essential for cooperation among members. These
committees have authority over the selection of advertis-
ing specials. The contract contains a clause in which
the retailer agrees, in conjunction with other retailers,
to appoint an executive committee of six retailers to
meet one member of the Company, acting as chairman, to
decide upon advertising items; also upon such transactions
beneficial to all.
-'
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Retailers who own their own warehouse and
wholesale business purchase stocks in proportion to con-
templated weekly purchases of goods. This acts as se-
curity for payment of bills. It also serves as an in-
centive to purchase goods through the company. Many
companies declare dividends; others refund surpluses to
stockholders in proportion to their purchases.
Collective and Cooperative Groups
The newest thing in cooperative food distribu-
tion is the application of central management to retail
cooperatives in the chain fashion. Midland Cooperative
Wholesale of Minneapolis now has fourteen grocery units
operating in its string of "chain co-ops", and two more
on the verge of opening.
Midland is a federation of 175 local coopera-
tive oil associations located throughout Minnesota and
Wisconsin. One of these, the filling station at Cotton-
wood, Minnesota, was established in 1921 and is generally
recognized as the first retail petroleum cooperative.
The 175 local cooperatives claim 100,000 consumer-members . ^
^
The groceries that have been opened for business
are at Wheaton, Clinton, Rush City, Mora, Hinckley, Morris,
(1) Business Week Magazine, September 9, 1939, page 43.
..
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Milica, St. Paul, Fergus Falls, Onamia, and Glencoe in
Minnesota; and Amery, Neenah, and Greendale in Wisconsin.
To serve these outlets Midland has leased a
warehouse with 8,000 square feet of floor space at 2821
East Hennepin Avenue, Minneapolis, into which quantities
of canned fruit, cooperative flour, and smoked meats are
flowing. The assembly-line technique is utilized in
filling orders. Merchandise is stacked around the build-
ing in an order synchronized with the printed order blanks
furnished to local managers, and emerges as separate ship-
-
ments on the loading platform. A new trailer-truck with
a carrying capacity of ten tons delivers the goods. Four
additional Wisconsin tov/ns are served by a warehouse at
Milwaukee.
Each of the local grocery cooperatives is owned
by its local customers. Each store must have two hun-
dred members back of it and §3,000 capital. In order to
float enough shares ($15 each), the member pays down $7.50
per share and Midland puts up $7.50 out of a loan it got
from the late Edward A.Filene’s Consumer Distribution
Corporation. Members sign individual notes which are
guaranteed to the C. D. C. by Midland.
^
(1) Business Week Magazine , September 9, 1939, page 43.
(2) Ibid, page 44.
-.
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None of the local stores have been in opera-
tion long enough to ascertain their success. But if
Midland is successful as a grocery cooperative chain,
other cooperatives may follow the style.
Conclusion
Independent stores, by joining cooperative
groups and by forming voluntary chains, can manage to
compete with the retail chain grocery organizations.
During the last two years, the independents have just
about held their own. If, in the future, they continue
to develop policies, methods and systems as they have
done for the last two years, they may have no fear. of
the chain grocery store.
,
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CHAPTER VI
THE FUTURE OF THE CHAIN GROCERY STORE
Introduction
The grocery field, from the standpoint of
total volume, is the largest in the whole field of re-
tailing—twenty cents of every retail dollar being
spent in grocery stores.
The decline in the number of retail outlets
operated by the grocery chains between 1929 and 1935
—
from 52,613 to 48,239, or 8$— is readily accounted for
by a development which affected the whole grocery field.
Combination stores handling meats as well as groceries
began to make their appearance in the early 1920 ! s, but
it was not until after 1929 that the movement attained
real momentum.
How quickly the grocery chain responded to this
trend is revealed by the fact that, whereas, in 1929,
the chains were operating only 17,249 combination stores,
they had 25,607 by 1935, a gain of 50$. In the meanwhile,
the number of their straight grocery stores,which had
totalled 35,360, declined more than one-third.
(1) Trusts and Estates , June 1939, Volume 68, page 758
'_
>3 .
t
.
.
.
.1
.
. r
- 120-
Between 1929 and 1935, the number of indepen-
dent grocery stores increased prodigiously—from 234,000
to 304,000— a gain of 30$. The census figures show that
the newcomers drew their business from their fellow inde-
pendents rather than from the chains. The average an-
nual volume per independent declined from $17,600 to $12,600,
a loss of 26$, while the chain’s average volume per store
dropped only 5.3$ from $53,900.
The factor which helped chains to maintain
their volume was their activity in store modernization
and the policy of fewer, but bigger, stores. Since 1935,
another development in the grocery field has resulted in
still further decrease in the number of units operated by
the grocery chains— the trend towards large self-service
supermarkets
.
With the development of this newest type of
market, the grocery chans closed still more of their small-
er units. While they are still doing as large a percen-
tage of the total volume of business as in 1929, their net
profits have been steadily dwindling as a result of in-
creased operating expenses and reduced margins made neces-
sary by keener competition.
(1) Trust s and Estates , June 1939, Volume 68, page 758
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Prior to 1929, typical net profit per dollar
of sales in the grocery field was 3%. In the past de-
cade, this rate steadily declined until a figure of l\%
was more common in 1937, Since 1937, the rate has been
upward toward the 3% mark of 1929. (D
Today, the chain stores are fulfilling a
sound economic function which may be regarded as essen-
tial so long as our present system of private enterprise
endures. All indications point to the conclusion that
the chains are doing their job to the satisfaction of the
consumer and in keeping with sound economic principles.
It may be doubted whether any line of industry or commerce
reveals a more consistent record of satisfactory earnings,
through good times and bad, even in the face of special
obstacles such as discriminatory taxes designed to ham-
per their progress.
True enough, some of the larger chains in some
fields may already have attained their full growth so
far as the number of stores operated is concerned, and
others may be approaching it, but that is only to say that
such companies have attained maturity and are ready for an
(1) Trusts and Estates, June 1939, Volume 67, page 759.
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era of intensive development of the stores already in
operation. The experiences gained in their formative
years will pay liberal dividends in the future develop-
ment of these concerns.
However, there is some chance for development
and expansion of the chain grocery store in the West and
South of the United States, and in Canada.
West
Below is a table showing the number of inde-
pendent and chain grocery stores in several western states
as of January 1, 1940.^^
States Independents Chains
Arizona 1,039 93
Idaho 743 74
Montana 1,260 72
Nevada 193 23
New Mexico 1,040 31
Utah 907 84
Wyoming 438 28
California 13,564 2,465
This table would indicate that there is room for expansion
in each of the states for the chain grocery store. The
proportion of independent stores to chain stores is great-
er, and here lies the opportunity for the chain grocery
(1) "Facts in Food and Grocery Distribution”, Progressive
Grocer
,
New York, page 12.
.
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store to expand and take some of the business away from
the independent stores. They can do this by more adver-
tising, lower prices, lower costs, and by all the other
methods that the chain store has for serving the public
in the most efficient manner. In the past, the chain
grocery concerns have not attempted to expand in the
West as they have in other parts of the country.
South
The following table shows the number of inde-
pendent and chain grocery stores in several southern
states as of January 1, 1940.^^
States Independents Chains
Arkansas 4,630 179
Georgia 8,446 771
Kentucky 7,007 610
Texas 15,674 896
North Carolina 7,294 642
Here again, there is room for expansion of chain stores in
the South, but not nearly the opportunity as is found in
the West.
Canada
There is also chance for expansion of the chains
in Canada. In 1933, the total grocery business was estim-
ated to be between $250,000,000 and $300,000,000 and the
(1) "Pacts in Food and Grocery Distribution", The Pro
gressive Grocer
,
New York, page 12.
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chain grocery business was only <^65,000,000. There are
132 chains of stores in Canada; 24 are grocery chains.
Of the 132 chain systems, 106 are conducted by incorporated
companies, and the total capitalization of these is
§57,000,000. Of this investment, 82 per cent are owned in
Canada, 15 per cent in the United States, and the remainder
in Great Britain and other countries.
The chain grocery organizations are still far
from dominating the field, but there are large possibilities
for American capitalists to invest funds in these territo-
ries, and an opportunity to establish units in the field.
Conclusion
The future of the chain store is apt to be less
glamorous, perhaps, than in the years of their major
growth, but more secure, and on a structure no?/ firmly
established.
The trend is toward self-service stores and super-
markets. At the present time many of the large grocery
chains are closing their small unit stores ana are substi-
tuting the huge supermarket. The independent proprietor
is following in the same footsteps.
The development of the supermarket was brought
about by the high taxation imposed by the state governments.
In the future, these taxes will become higher, as every
.•
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indication points to it. The chains realize that, if
they are to maintain their present position, they must
take steps to fight the high taxes being imposed on them.
Thus, they have developed the supermarket, and in the
future, if taxes become higher, the chains will establish
more and larger supermarkets.
.,
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CHAPTER VII
CONCLUSION
The chain food store system is the result of
American initiative; it typifies the spirit of progress
in this country. The food chain created a needed sys-
tem of distribution, a new and better way of getting
food from producer to consumer.
As a result of its purchasing power, lower
costs of distribution, and lower prices, the consumer’s
standard of living has been raised.
Criticisms have been made of the chain grocery
store that it hurts the communities of the nation, but
contrary to belief, it puts money into the communities
by large purchases of merchandise, supplies, and large
local expenditures for rent, taxes, wages, advertising,
property improvements, etcetera. The chain store con-
tributes to local welfare, civic, and charity organizations,
and takes part in civic affairs.
Another charge that the chain grocery stores must
contend with, is that they are driving out the independents.
There is nothing to this charge as independent stores have
been increasing in the last two years. In 1938, there
were 304,000 stores and In 1939, there were 386,000 stores.
.
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The independent store has joined the volun-
tary chain and cooperative groups, to meet the compe-
tition of the chain grocery store. They have adopted
the same methods, policies, and systems that have made
the chain grocery store a success. They are even estab-
lishing supermarkets, which is the chain’s latest
creation.
The trend in the retail chain grocery store
is toward self-service and huge supermarkets. The adop-
tion of supermarkets was brought on because of taxation
and regulations imposed on them by every state legislature
If, in the future, the chain store agitators
continue their attempts to eliminate or penalize chain
stores by unjust discriminatory taxes, they will be re-
ducing competition and the only benefit that will be de-
rived is that a handful of middlemen will receive the bene
fits at the expense of many millions of producers and
130,000,000 consumers.
Nor is the situation for the independents and
their voluntary chains any too rosy. Many of the states
are imposing taxes on the voluntary chains. The state of
Colorado was the first to tax the voluntary chain. Thus,
the independents find themselves in much the same predica-
ment as was the chain grocery store.
..
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However, in the future, you will see further
development of self-service stores, combination stores,
and supermarkets, both by the chain grocery store and
by independent stores. There will be a further develop-
ment of voluntary chains by the independents.
It is foolish to think that the chain grocery
store will some day eliminate the independent store.
There are 130,000,000 consumers of food, and surely not
all of them, or even half, will prefer to trade with the
chain grocery store rather than with the independent store.
There is a place for both the chain store and the inde-
pendent store.
.*
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